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~ ‘Effect ll Trade Selenes @ on ‘Stock ‘Bechet 


Our Export Surplus 


as a 


Bull Factor 


Great Expansion of American Credit in Prospect 


By H. M. P. ECKARDT, Author of Rational Banking System, etc. 


HE RAPID growth of the export 
surplus of the United States to 
the most unprecedented figures 


T 


has frequently been commented on, and 
has become a well recognized factor in 


the financial situation. A fact not so 
fully appreciated, however, is that as vet 
war material has played only a very 
small part in building up this surplus. 
More than $500,000,000 of war. orders 
are known to have been placed in Amer- 
ica; but even those orders which were 
placed at the beginning of 1915 have not 
yet resulted in the shipment of finished 
goods in quantities of importance. 

In the last half of 1915, then, exports 
of war materials will be adding their 
weight to our export excess at the same 
time that our new crops are moving for- 
ward to Europe. The result must be an 
export surplus that will make heavy de- 
mands on the financial machinery of the 
world. How this financing will be han- 
dled and its effect on our security 


markets forms a question of much in- 
terest. 

The reserves of the American regional 
and private banks are fairly choked with 
gold, and London is struggling mightily 
to keep the exchanges with America 
from falling further to unheard of quo- 
tations through shipments of gold from 
Ottawa to New York and by other 
means. 

This line of thought is intensely in- 
teresting for all who have or expect to 
have dealings in Wall Street. It is clear 
that continuation of present tendencies 
must result in building up in the United 
States an economic situation of stupen- 
dous strength within another six months ; 
and if it be assumed that the economic 
position of America attains such 
strength, the conclusion naturally seen:s 
to follow that the development will find 
adequate reflection in the course of se- 
curity prices. Of course, during such a 
political upheaval as that now in evi- 
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dence, it is unsafe to take for granted 
that tendencies and forces will continue 
to operate steadily, without check. 

At the time of writing the greatest un- 
certainty or contingency centers around 
the question whether the United States 
will be drawn into the war. If the 
United States is involved in the hostili- 
ties, to what extent will the expectations 
of great prosperity in North America 
have to be modified? 

Probably the modifications required 
would not be of very great importance. 
Participation in the war would not have 
the slightest tendency to reduce the 
agricultural production in America this 
year. There is difference of opinion as 
to whether it would cause a heavy re- 
duction in the shipments of munitions, 
etc. Some hold that Germany has ex- 
pected that a declaration of war by 
Washington would stop the exportation 
of ammunition, rifles, etc.; others take 
the contrary position and say that, if nec- 
essary, ample means would be found of 
providing the United States government 
with the war material it required with- 
out interfering greatly with the stream 
of supplies going forward to the forces 
of the Allies. " 

Germany at present has no means of 
striking directly at the United States, 
and if the big American republic should 
be formally allied with Great Britain, 
France, Russia and Italy, it certainly 
seems that there would be the fullest 
measure of co-operation in this matter 
of shipping munitions. 

In the event of an active alliance one 
might expect that the co-operation with 
the other nations on the same side would 
result in America’s extending a larger 
measure of financial support, either 
through the placing of European govern- 
ment bonds in New York or through 
transfers of blocks of American securi- 
ties to this side. The gold reserves now 
held in the United States are ample for 
the creation of a very large amount of 
credits based on short date obligations 
of the principal European powers; and 
by using the new machinery created in 
connection with the Federal Reserve 
banks and the recently created “accept- 
ance” machinery, it would be possible to 


finance the prospective huge exports of 
the fall of 1915 largely by means of 
book credits. In other words, the great 
nations of Europe would be piling up in 
New York a huge amount of short date 
debt, which would have to be adjusted 
on conclusion of the war. 

Thus, no matter what develops be- 
tween Berlin and Washington in connec- 
tion with the controversy over submarine 
warfare, it is likely that this fall the 
shipments of munitions, guns, etc., from. 
the United States to Europe will be pro- 
ceeding on a vast scale; and at the same 
time there must necessarily be a great 
volume of American wheat and other 
foodstuffs proceeding to Western 
Europe. In case of both the munitions 
and the foodstuffs the demand is prac- 
tically certain to be there; and everyone 
here believes that American manufac- 
turers will see to it that supplies will 
more or less adequately meet the ef- 
fective demand. 


Financing Europe’s Purchases 


With reference to the financing of the 
prospective huge balance against Europe, 
probably no one as yet knows definitely 
how it will be done. It is known, how- 
ever, that the British and French gov- 
ernments are using all their resources to 
facilitate the purchases and payments of 
themselves and their allies. It is further 
known that they have associated with 
them some of the very strongest finan- 
cial interests in America; and one may 
rest assured that between them these 
parties will in the course of time elab- 
orate a financial scheme that will suffice 
even for this extraordinary occasion. 

It is not at all to be supposed that 
transfers of gold will take the chief or 
most important part in settling these 
differences. Gold transfers of this mag- 
nitude would dislocate the various na- 
tional financial systems too greatly. 

Wall Street has always recognized 
that sales of American securities by 
England and France represented a pos- 
sible way of financing the war purchases 
in part. 

While British and French investors in 
the aggregate hold enough American se- 
curities to cover several times the pro- 
spective balances due by them, these in- 























dividuals are under no compulsion to 
sell, and in most instances they have no 
intention of selling at present prices. 
The average Britisher who holds repre- 
sentative American stocks or bonds is 
well aware of the favorable outlook for 
these investments, and he intends to 
hang on and reap the benefit of any ad- 
vance which may occur. So, unless there 
should be a very substantial improve- 
ment in Wall Street’s quotations, it is 
scarcely to be expected that sales of 
American securities by Europe will fig- 
ure importantly as a means of settlement. 

Of course it is to be remembered that 
England and France will get a consid- 
erable amount of credit in the New 
York exchange market from time to 
time during the remainder of this year 
and early next year as a result of the 
maturity of fixed term bonds and notes. 
A British holder of such securities could 
realize them without loss, and perhaps 
under the circumstances he would not be 
disposed to take renewals or other Amer- 
ican securities such as are substituted in 
normal times. 

However, after allowing for possible 
gold movements to New York, redemp- 
tion of matured bonds, etc., sales of 
American securities, interest payments 
due to Europe, freights and insurances 
due to British companies, there will still 
remain a huge gap to be filled. It is 
difficult to see how this can be nar- 
rowed or closed unless the European 
governments immediately concerned es- 
tablish credits in New York on a vast 
scale. 

It may easily be the case at the end 
of 1915 that New York will hold any- 
where from $500,000,000 to $1,000,000,- 
000 short date obligations of the princi- 
pal European countries. At the same 
time there might be under certain cir- 
cumstances very large borrowings by the 
government at Washington in the do- 
mestic market. 

Some might suppose that such a huge 
credit expansion could not safely be 
made; but when one remembers that it 
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is largely profits or the revenue derived 
from increased production that America 
would be lending to Europe, the transac- 
tion does not appear so impossible or 
impracticable. 

The point is that the farmers, manu- 
facturers, workmen and others who re- 
ceive. the proceeds of sales made to 
Europe, will be satisfied to take payment 
in American banking credits, and in 
many cases the owners of the funds 
would allow a considerable part to re- 
main in the form of bank deposits. 
Thus if the operation were properly dis- 
tributed through a sufficient number of 
months and over a sufficient extent of 
territory, there might be very little dis- 
turbance. 


Expansion of Credit 


In effect it would amount to a great 
expansion of credits. On the one side 
there would be perhaps syndicate loans 
participated in by banks all over the 
country—those in the great centers nec- 
essarily taking large amounts; and on 
the other the participating banks and 
others would show heavy gains in de- 
mand and time deposits. 

At conclusion of the war the syndi- 
cate loans would have to be adjusted or 
retired by Europe. Probably a consid- 
erable part of the debt would remain on 
this side of the Atlantic in the form of 
long term bonds taken by investors. A 
large proportion of the advance might 
be made in that form in the first instance. 

Naturally an expansion of credits of 
this kind—all classes of banks from 
Federal Reserve down to private banks 
participating in some way—would be ex- 
pected to find reflection in Wall Street. 
It is likely that the stock market would 
experience periods of buoyancy and 
great cheerfulness. It is quite possible 
that the helpfulness prevailing in Amer- 
ica would enable the market to absorb 
very substantial realizing sales by 
Europe, as the market reached the levels 
permitting European holders to realize 
at a profit. 











A New Era in Business Organization 





‘What Steel Trust Decision 


Means To 


“Bi g 


Business” 


U. S. Steel Decision Marks Beginning of a Period Which Will Perfect Organization of Industry 
Into Big Units 


N ORDER to appreciate the full im- 
portance of the court decision in 
favor of the U. S. Steel Corpora- 

tion in the dissolution suit, it is neces- 
sary to take a broad view of the bear- 
ing of this suit on the general question 
of business organization in America. 

For a quarter of a century a large 
part of the political, economic and so- 
cial discussion of the day has revolved 
around the question. of the size of 
corporate enterprises. Monopoly, the 
trusts, the power of the railroads, un- 
fair competition, have been merely 
different phases of the same problem— 
the increase in the size of the business 
unit. 

We have continually found our- 
selves able to do things more cheaply 
by doing them on a larger scale; but 
every increase in the size of the busi- 
ness unit has called forth vigorous pro- 
tests from the smaller business men, 
who lost trade, and from their numer- 
ous sympathizers among the general 
public. 

Moreover, along with the fair and 
legitimate advantage gained by econ- 
omy resulting from greater size of bus- 
iness undertakings, has gone, in nearly 
every instance, some unfair advantage 
in favor of big business due to the ex- 
ercise of power—political influence, 
“freezing-out” of smaller competitors, 
bulldozing of tradesmen, monopoly 
profits of some kind, and so on. 

The result has been a good deal of 
confusion in the public mind as to the 
relative advantages and disadvantages 
of doing business on a big scale, and 
this confusion has been reflected in the 
laws passed by our state and national 
legislatures and ever to some extent in 


By G. C. SELDEN 


the interpretation of the laws by our 
courts. : 
When we stop to get the proper 
perspective on this question we see 
that an adequate business organiza- 
tion, suited to the circumstances and 
conditions of the time, is the most im- 
portant element in the economic life 
of any people. For example, if our 
present business organization should 
be destroyed and we should suddenly 
be compelled to return to the condi- 
tions of 1715, it would be impossible 
for the population of this country to 
sustain itself. And the America of 
1715 would have found it equally im- 
possible to use the methods of today. 
Business organization means nothing 
at all but the easiest way of getting a 
living under the circumstances; or per- 
haps it would be more accurate to say, 
the method by which the best living 
for the largest number of people can 
be obtained with the least labor under 
the conditions existing at the time. 
And since getting a living is always 
the fundamental thing, which must 
underlie all social, intellectual, artistic 
and, to a certain extent, even religious 
progress, it follows that the principal 
difference between Patagonia and 
New York is a difference of business 
organization. The Patagonian wrests 
his living from nature single-handed, 
or with only the most primitive and 
limited organization. e result is 
that he is inefficient—he does not get 
a good enough living to enable him to 
rogress. The New Yorker of today 
is nothing but a cog in a vast machine 
of economic organization, which has 
developed in the effort to utilize Na- 
ture’s resources to the best possible 
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advantage of the community. The 
machine, while by no means perfect 
as yet, is wonderfully efficient as com- 
pared with any previous time or any 
other country. 

Business organization, then, is a 
purely practical question. We have 
before us the problem of making a liv- 
ing, as good a one as may be. We 
have learned by experience that we 
can do it much better by organized ef- 
fort than by detached, individual ef- 
fort. The question always is, there- 
fore, What is the most efficient form 
of business organization at the time, 
taking conditions substantially as they 
are? 


Size Not Necessarily An Advantage 


Obviously the organization of busi- 
ness into the largest possible units is 
not necessarily the best. The form 
must be adapted to the conditions. 
New York methods would be useless 
in Patagonia. The business organiza- 
tion of 1915 would have been nothing 
but an incumbrance in 1715, when our 
population was sparse, our resources 
undeveloped, and safety from savages, 
pirates and marauders not yet fully 
assured. 

Evidently—after adequate natural 
resources, which exist in most parts of 
the world—growth in population is 
the principal factor in permitting im- 
provement in business organization. 
A small and scattered population can- 
not work together advantageously. A 
large population, especially where 
densely aggregated, makes possible 
the application of efficient business 
methods on a big scale. 

Besides increase of poulation there 
are two other important factors that 
have led to rapid changes in the forms 
of business organization — improved 
methods of communication, and the 
progress of invention. The progres- 
sive development of railway trans- 
portation, mail service, telegraph and 
telephone have made “Big Business” 
possible; and mechanical inventions 
have been of very great importance in 
facilitating large-scale production. 

This being true, it follows that so 
long as our population continues to in- 


crease, and our ways of communica- 
tion, transportation and manufacture 
to improve, methods of business or- © 
ganization cannot be stationary and 
cannot reach any perfected or perma- 
nently satisfactory form. They must 
grow with our growth. There can be 
no such thing as reaching the best pos- 
sible form, because the form that is 
best today will be obsolete in twenty 
years or perhaps in five years. 

To take an example, for the produc- 
tion of 5,000 automobiles a year, cer- 
tain machinery can profitably be used 
and certain other work can best be 
done by hand; but for a production of 
20,000 cars a year the whole system 
will be changed. More machinery will 
be installed, hand work will be elimi- 
nated, the organization of the factory 
will be expanded and improved. And 
when production reaches 100,000 cars 
yearly, the 20,000-car organization 
will in its turn become obsolete. Still 
more machinery, more sub-division, 
more and more efficient organization. 

The same principle that applies to 
the mechanical side of a single indus- 
try applies equally to the entire busi- 
ness organization of the country. The 
Carnegie Steel Co. soon rendered its 
earlier competitors obsolete; in its 
turn it was set aside by the U. S. Steel 
Corporation of 1901; and the Steel 
Corporation of today has for the most 
part “scrapped” its methods of 1901. 

We must look upon different forms 
of business organization, then, as a 
process of evolution. The structure of 
business organization tends to adjust 
itself to its environment just as surely 
as an animal or vegetable organism. 

What is the place of the UV. S. Steel 
decision recently handed down, in this 
orderly evolution? What stage of 
progress is marked by this particular 
event? 


Growth of “Big Business” 


It was in the field of transportation 
that the advantages of combination 
became evident earliest in America. 


. In the 90s most of the great railway 


systems of today first took shape. 
These systems were based largely on 
geographical and industrial necessities 
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—they were adjusted to meet the re- 
quirements in each case—and that is 
why they are in existence today, in 
spite of receiverships, “community of 
interest” plans, buying for control, ad- 
verse court decisions, and all the other 
vicissitudes through which they have 
passed. 

No sane person would now question 
the advantages of operating railroads 
in great systems, rather than in small 
separate links; yet numerous evils 
grew out of the increased power which 
thus accrued to the leading railroad 
corporations—rate cutting and unjust 
discrimination, abuse of passes, politi- 
cal lobbying, oppression of weaker 
roads by unfair competition, the favor- 
ing of one locality against another, and 
so on. It soon became evident that in- 
creased Government control was the 
only adequate remedy, and that was 
gradually established through State 
and Government commissions. Doubt- 
less it has now been carried to an ex- 
treme, but, if so, that evil will remedy 
itself in time. The most important 
point to be noted is that we have re- 
tained for the benefit of the commu- 
nity the advantages of railroad combi- 
nation while gradually eliminating the 
evils which at first accompanied it. 

In the field of manufacturing, the 
principle of combination on a national 
scale was not successfully applied un- 
til the late "90s. Numerous great in- 
dividual plants had been built up in 
every line of industry, and it wanted 
but the persuasive voice of the far- 
sighted promoter to link these plants 
into systems similar to the big rail- 
way systems. 

Earlier efforts at combination had 
been confined to placing the separate 
plants side by side and driving them 
abreast, as it were. Genuine success 
was not attained until the team was 
harnessed both tandem and abreast. 
That is, the most successful combina- 
tions were not those embracing only 
plants which bought iron ore in one 
place and coke in another, and thus 
made and sold pig iron; they were 
rather the combinations which took in 
the iron mines, the coal mines, the 


manufacturers of coke, the railroads 
which assembled the materials, the 
steel plants and the factories which 
turned the steel into cooking ranges or 
whatever the final product might be. 

Early in this process of combination 
the people had become alarmed at 
these Frankenstein corporations which 
were germinating in their midst, and 
the Sherman Law was the result; but 
the Sugar Trust case seemed to pull 
the teeth of that law by deciding that 
it applied only to commerce and that 
manufacturing was not commerce. 

There matters rested, from the legal 
standpoint, until the Northern Securi- 
ties decision of 1904, when the court 
held that the necessary result of put- 
ting two parallel and competing rail- 
roads under the control of one holding 
company would be to stifle competi- 
tion, and therefore the combination 
was illegal even though no overt il- 
legal act had been performed. 

In 1911 the Standard Oil and To- 
bacco decisions came at the subject 
from a different angle. These compa- 
nies were dissolved because they had 
used their power to suppress legiti- 
mate competition, and the court was 
convinced that their power in their re- 
spective industries was so overmaster- 
ing that the only remedy was to break 
them up into smaller companies. At 
the same time the court disposed of 
Justice Lacombe’s noted conclusion 
that two expressmen running their 
wagons across a state line could not 
combine without breaking the law. 
This was done by emphasizing the old 
principle of law that even a statute has 
to be interpreted by the courts in the 
light of reason. 

The next mile-stone was the South- 
ern Pacific case, which followed the 
same lines as the Northern Securities 
decision; but in this instance it was 
plainly indicated that a combination of 
connecting railroads was not likely to 
be considered contrary to law, since it 
did not interfere with competition as 
would a combination of parallel lines. 


Effect on the Public ~ 


The effect of these various decisions 
on the public mind had been rather 








unfortunate. The general feeling, 
scarcely crystallized into definite words, 
was that various corporations had been 
dissolved because they were so big as to 
be dangerous; and it was hard to lay 
hold of anything in the various decisions 
finally and conclusively to dispose of this 
idea. 

It was along this line that public 
opinion was divided. One opinion was 
that all the big business combinations 
were injurious to- the public interest 
and should be broken up and that this 
would reduce the cost of living; the 
other was that the Government and the 
courts were yielding to the demands 
of demagogic agitators and pulling 
down the carefully-built structure of 
modern business. 

Into this confused situation the U. 
S. Steel decision was shot like a ray 
of light. When the biggest corpora- 
tion in the world is exonerated, it can 
no longer be asserted that the courts 
are condemning mere size. The Steel 


company won because it had not em- 
ployed unfair methods toward com- 


petitors—had not, in fact, grown as 
rapidly as other steel companies—had 
not attempted to monopolize trade and 
its ability to do so if it wished could 
not be conclusively proved. Alleged 
price-fixing at the famous “Gary din- 
ners” is declared to have been contrary 
to law. The opinion is expressed that 
the intent of those forming the cor- 
poration in the first place was “to 
monopolize and unduly restrain trade.” 
But the fact is made clear that the 
decision is based, not on the size of 
the corporation, but on its attitude 
toward its competitors. 

It is true that the decision is by 
a lower court and may be appealed 
to the Supreme Court; but the ruling 
so clearly conforms to the principles 
already laid down by the Supreme 
Court that the chance of reversal 
seems very small. 

From this decision one section of the 
public learns that, while big corpora- 
tions may assume a dangerous atti- 
tude, they are not dangerous because 
they are big; and another section 
learns that the courts are not pulling 
down any solid structure of business, 
however big, but are condemning un- 
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fair, monopolistic, or coercive methods 
of building up any business, however 
small. 


A New Era 


Broadly considered, then, the Steel 
decision is another step in the age-long 
process of adjusting the organization 
of industry to existing conditions of 
geography, natural resources, popula- 
tion, means of communication, ad- 
vancement in science, mechanics and 
the practical arts. It is a step in the 
adaptation of economic organization 
to environment. 

It will mark the beginning of a new 
era in business organization because 
it marks the conclusion of the main 
part of the work of interpreting the 
Sherman Law. Subsequent decisions 
may elucidate various details, but it is 
this decision which really sets the pub- 
lic right as to the policy of the Govern- 
ment and the courts toward big busi- 
ness. There is no longer any reason 
why great business enterprises should 
not be developed on the largest pos- 
sible scale, with a view to two things 
only—efficiency and justice. 

Moreover, our great industrial cor- 
porations are now in just the position 
to go ahead with this line of develop- 
ment. The experimenting, the pio- 
neering has been done. The methods 
of handling manufacturing on as large 
a scale as transportation is now han- 
dled, have been blocked out, proved 
feasible, and improved upon from year 
to year; but they have not yet been 
perfected. In economy and efficiency 
the industrial corporations are still be- 
hind the railroads. 

As the country grows in population 
and wealth the business unit must 
grow with it. Small-scale production 
must give way to large-scale. The 
methods by which this growth may be 
accomplished have now been pretty 
well outlined by the courts and large- 
scale production is already well under 
way. ; 

Big Business will justify itself to the 
people. It will demonstrate its ability 
to succeed by more efficient and econ- 
omical methods of organization, rather 
than by suppressing competition -or 
controlling prices. 
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“The Day of 
the Dollar.” 


HE extraordinary decline in foreign 
exchange has attracted universal 
attention. This, has raised the 

premium on the American dollar to 
about 2 per cent. at London, 5 per cent. 
at Paris, 15 per cent. at Rome, 14 per 
cent. at Berlin, and- about 25 per cent. in 
Austria and Russia. 

Of course, all these countries claim to 
be on a gold basis, but the exchange rate 
tells the tale—their currencies are at dis- 
count when measured in gold. Foreign 
banks are hoarding gold, so that their 
supply of that metal is not lacking, but 
for the holder of paper money to get gold 
in exchange is altogether another story. 

There are three ways for Europe to 
meet the situation—by shipping us gold 
in large quantities, by selling back to us 
a much greater volume of our securities, 
or by arranging for large credits with 
our bankers. 

If gold is not shipped heavily enough 
to support the exchange rate, nor a suf- 
ficient credit arranged for here, then the 
fall in exchange will afford foreign hold- 
ers of our stocks and bonds a very 
strong inducement to sell, since it will 
give them a profit equal to a large ad- 
vance in the price of their securities. 

John E. Gardin, vice-president and 
foreign exchange expert of the National 
City Bank, says: 

Gold is the only money that can be used 
in the settlement of international balances, 
and if the war continues very much longer 
—thus preventing the influx of commodities 
from the other side as an offset to our ex- 
portations—the probabilities are that the 
foreign exchanges will go on a much more 
depreciated basis than they are at the pres- 
ent moment. 

The amount of gold held by European 
nations is absolutely needed for the sup- 
port of their enormous issues of paper 
money, which, according to present statis- 
tics, are only covered to the extent of about 
30 per cent. in gold, and therefore the use 
of any this in payment of foreign 
debts is absolutely precluded. 
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BREAKING THE RECORD. 
—N. Y. World. 


We are shipping enormous quantities of 
material, so that for the last ten months of 
the record year the balance of trade, as 
shown by the Custom House statistics, is 


$850,000,000 
The question now uppermost in our mind 
is, How is Europe going to pay for this 
enormous exportation of merchandise? 
* « * 


War Orders Total 
Perhaps $1,500,000,000. 


WALL STREET’S estimate of the 

total of war orders placed in this 
country since the war began is $1,500,- 
000,000. Perhaps this is an over-esti- 
mate, for statisticians always enjoy a 
long string of ciphers, yet we must re- 
member that we are dealing with wholly 
unprecedented conditions so that unpre- 
cedented figures must not surprise us. 
Every cartridge company in this country 
is reported as sold out up to the end of 
1916. 

In the earlier months of the war our 
exports to Europe were mostly food- 
stuffs, copper, cotton, horses and mules ; 
but now the manufactured war materials 
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are beginning to go forward. In April 
guns, cartridges, motors, metals, chemi- 
cals, ete., for war use amounted to $30,- 
000,000. The May figures have not yet 
been published in detail, but they will be 
much larger than April. Over $6,000,- 
000 of automobiles and trucks were ex- 
ported from New York in April, and this 
trade is constantly growing. 

To offset this situation and support 
the rate of exchange, English and 
French bankers are maturing a plan by 
which foreign holders of American se- 
curities may deposit them abroad in ex- 
change for war bonds, and the American 
securities may then be forwarded to this 
country and used as collateral for large 
credits to be extended by our bankers. 


* * * 


Command of Iron 
Will Win the War 


ITH the tremendous expenditures 
of ammunition made necessary by 
modern war methods, command of the 
necessary metals assumes the highest 
importance. The principal war metal is 
iron. Germany, having control of Bel- 
gium and of at least half the iron-pro- 
ducing capacity of France, far excels the 
Allies in supplies of pig iron. The Times 
presents the situation as follows, basing 
‘one on annual production for 


Germany’s Control of Pig Iron. 
Thousand 


Germany 

Austria-Hungary 

Belgium 

France (50 per cent.)........... 


The Allies’ Control of Pig Iron. 
Thousand 


Great Belagip. ...<iusesessees ee 
France (50 per cent.)........... 
Russia 


Che rest of Europe is negligible. Russia 
has been receiving ammunition from Japan, 
but Japan’s resources in raw iron are rela- 
tively unimportant. The United States is 
the only great non-European source of 
iron and iron manufactures, and its poten- 
tiality is more than three-quarters that of 
the whole of Europe. In 1913 it produced 


more pig iron than Germany and Great 
Britain together, or thirty-one million tons, 
against ermany’s nineteen and Great 
Britain’s ten and one-half million tons. 

It is clear enough, then, that the Al- 
lies must continue to buy iron products 
heavily in this country, provided their 
credit holds out. And it must be remem- 
bered that a premium on gold, as above 
described, is a very different thing from 
actual exhaustion of resources. As the 
Press says: 

Because of the many, many millions un- 
economically expended in peace, but going 
now into the war, and because much the 
greater part of all war expenditure by a 
nation is always paid out within its own 
boundaries and to its own people, a nation 
can spend on war a great deal more than 
its annual savings and yet not show finan- 
cial distress for a long, long time. It might 
even spend more on a long-drawn-out war 
than the total of its estimated wealth at the 
beginning of the war without reaching the 
point of economic exhaustion. 

This is why it is idle to talk of early 
economic exhaustion for any of the great 
Powers now engaged in the war. It has 
been the history of war, in ancient and in 
modern times, that the very last thing to 
become exhausted, in a nation fighting and 
resolved to go on fighting an enemy for its 
life, is its economic resources. 


* * * 


Adjust Yourself to the 
“Crushing Inevitable!” 


THE views of Prof. S. N. Patten, 

Wharton School of Finance, usually 
differ widely from those of most other 
political economists, but are always so 
interestingly presented as to command 
attention and stimulate thought. In a 
recent article in The Annalist he tells us 
that owing to the increasing extrava- 
gance of the people, the interest rate 
must rise in order to induce the accumu- 
lation of capital. The middle classes 
“have ceased to save” and the rich face 
“virtual confiscation” through increase 
of taxes. Hence, at a time when capital 
is being wasted in war faster than ever 
before, new capital is scarce: 


The equilibrium between industrial needs 
and private ans can be attained only 
in one way—the rise in the rate of interest. 
Present interest rates are too low to make 
an effective appeal. High interest rates 
will do what neither moral exhortation nor 
religious denunciation can effect. The flow 
of new capital will come only when its re 
turn is greatly increased. 











How much the increase must be is hard 
to say, as we cannot be sure that the new 
conditions have as yet manifested their full 
effects. We can, however, estimate the 
change that those now visible will create 
when their effects are fully worked out. 

Under the old conditions the interest rate 
on safe investments was about 4 per cent. 
The new conditions will demand at least 6 
per cent. But this does not mark the limit 
of the change, for the rate of taxation has 
risen, or will soon rise, so as to make a 2 
per cent. additional burden on capital. The 
net return of industry must then be above 
8 per cent. to make industry remunerative. 
All less profitable industrial ventures must 
cease, and those of greater profit must ad- 
just themselves to the new condition. 

A_ lower valuation of farms, city real 
estate, stocks and bonds. and other secur- 
ities must inevitably result. A 4 per cent. 
bond on a market where the actual rate of 
interest was 6 per cent. is not worth more 
than 70 per cent. of its face value; and if 
an addition of even 1 per cent. is made to 
the tax rate, the value would fall to 60 per 
cent. of its old value. , 

Other forms of securities suffer even 
more. Farms should fall to 50 per cent. of 
their present value, city real estate to 40 
per cent., while stocks may sink almost to 
zero unless increases in productivity come 
from unexpected sources. 


These figures are, however, personal esti- 


one with a knowledge of arith- 
metic can figure out the solution as well as 
. He can also make the allowance for 
other factors to suit his belief or caprice. 
The results will be startling in any case. 
History will record the result. They are to 
be pitied whose estimates are incorrect, or 
whose condition prevents an adjustment to 
the crushing inevitable! 

* * * 


Will the Steel 
Suit Be Dropped? 


HILE the Attorney-General has an- 
nounced the appeal of the U. S. 
Steel dissolution suit to the Supreme 
Court, many lawyers are inclined to 
doubt whether the Government really 
expects to win before that tribunal. 
George H. Perkins, who is one of the 
directors of the big corporation, is much 
annoyed by the appeal and expresses 
himself freely : 


The case is of extreme importance and if 
the Wilson Administration had given this as 
its reason for believing that the case should 
be carried to the Supreme Court, where a 
final opinion could be had. a great many 
people would have approved; but no right 
minded person can approve the reason given 
by Mr. Gregory, which is as follows: 
“While the case against the United States 
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Steel Corporation was instituted by the last 
administration I am in complete accord 
with the views on the law upon which it is 
based. Of course it will be taken to the 
United States Supreme Court.” 

This places the Wilson-Bryan-Gregory 
Administration squarely on record as in- 
dorsing the course taken by Messrs. Taft 
and Wickersham when they brought suit to 
dissolve the Steel Corporation. 

The reason given for this appeal is flat 
notice to every business concern in this 
country that the Wilson-Bryan Administra- 
tion is still under the influence of the Bryan 
platform of 1908, which declared that the 
solution of the trust problem lay in the 
dissolution of our large industrial corpora- 
tions. 

All this is done. notwithstanding the fact 
that President Wilson has told the country 
repeatedly that “the mists and miaomic airs 
of suspicion that have filled the business 
world have now been blown away”; that 
“nobody has been suspicious of any business 
merely because it was big, but only when it 
was thought that bigness was being used to 
take an unfair advantage”; that “the road 
lies clear and firm before business”; that “it 
is a road which it can travel without fear 
of embarrassment”; that “there is nothing 
more fatal to business than to keep guess- 
ing from month to month and from year to 
year whether something serious is going to 
happen to it or not, ahd what in particular 
is going to happen to it if anything does”; 
that “it is impossible to forecast the pros- 
pects of any line of business unless you 
know what the year is going to bring forth,” 
and that “a new day has dawned for the 
beloved country whose lasting prosperity 
and happiness we so earnestly desire.” 
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Are Railroad Earnings 
Now on Rock Bottom? 


THAT they are is the view of Robert 
Fleming, chairman of the Invest- 
ment Trust Corporation of London: 


I was asked to be a member of the reor- 
ganization committee of the Wabash Rail- 
road, and that has brought me in touch with 
points which are not without instructive in- 
terest in that respect. Here are some points 
brought out by the investigations of the 
Wabash committee: (1) The cost to repro- 
duce the property today would be at the 
lowest calculation $250,000,000. (2) In the 
year ended June 30, 1914, the net earnings 
after taxes were $3,653,000, being less than 
1% per cent. on its value, or, if you deduct 
5 per cent. interest on its rolling stock, only 
1 per cent. on the value of the property. 
(3) The company paid $1,044,309, or 28 per 
cent. of its meagre profits, in taxes. (4) Its 
gross earnings were $12,000 per mile; its net 
earnings were $1,440 per mile, equal to only 
12 per cent. of its gross. These figures must 
suggest to the mind of any one accustomed 
to estimate railway values that any change 
in American railroad profits is likely to be 
for the better. 

The American public are, it would appear, 
at last beginning to see that the railroads 
have not been fairly treated, and I cannot 
but think that the worst has passed. 


As yet, however, the roads are show- 
ing but slight improvement in earnings. 
The Odd Lot Review estimates earnings 








“ALL THE TRAFFIC WILL BEAR.” 
—Railway World. 





of some of the principal roads for the 
1915 fiscal year as follows: 


Divi- Earned 
dend . 1914 

7.34% 
4.50% 
6.33% 


Earning 
1915 
8.25% 


Name of Road 
Atchison 
Balt. & Ohio.... 
C.,M. & St. P... 5% 
C. & Northw’tn. 7% 
Great Northern. 7% 
Illinois Central... 5% 
Kansas City So.* 4% 
Lehigh Valley.. 10% 
Louisville & N 5% 
Norf. & West.. 6% 
Northern Pacific 7% 
Pennsylvania ... 6% 
South. Pacific... 6% 


8.22% 
11.65% 
9.28% 
8.68% 
7.93% 
6.83% 
7.50% 


*As applied to preferred stock. 


Elliott and Ripley 
Comparatively Cheerful. 


TW O of our leading railroad presi- 
dents have lately had occasion to 

express themselves in regard to the 

prospects for their respective roads: 


Howard Elliott, president of the New York, 
New Haven & Hartford: For the last two 
years the company has been in dire financial 
straits. It has been compelled to introduce 
the severest economies in all departments, 
and even greater economies must be intro- 
duced and continued for an indefinite period. 

I have been very busy for a year and more 
trying to obtain remedial legislation in the 
States of Connecticut, Massachusetts and 
Rhode Island which would lead to primary 
steps for funding the debt of the company 
at a reduced rate of interest, and I am glad 
to say that that legislation has been passed. 
The legislative sessions have ended with im- 
proved and more cordial relations between 
the company, the public, many business 
organizations, and the representatives of the 
State Government, which is a valuable asset 
for the future. A most important result 
of the passing of these laws is that they 
mark a starting out of a course of con- 
structive work in helping to build up the 
New Haven Road and the New England 
transportation business. 


President Ripley, of the Atchison, Topeka & 
Sante Fe: We have a considerable number 
of bonds which we can put on the market 
when we think advisable, but until the mar- 
ket improves we shall not put them out. 
We are in no hurry. 

The economic prospect of the West and 
Middle West served by our company is 
good. The crop outlook never was better, 
and the grain movement should be heavier 
this year in consequence of the war. 

To railway men it is gratifying to see 
that the attitude of the public generally to- 
ward corporations is becoming more benev- 
olent. Our gratification would be complete 
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were certain high positioned officeholders to 
experience a change of heart. We still have 
La Follettes and Cumminses with us, states- 
men whose political capital consists of 
fomenting sentiments unfavorable to the 
railways. Perhaps later the better feeling 
toward corporations will reach them, in 
which we must include the Administration. 


* * * 


Stock Market Awaits 
German Note Calmly 


EVIDENTLY owners of stocks are 

not able to make the idea of a war 
with Germany seem real to themselves. 
They talk about the possibility with a de- 
tached and theoretical interest, but they 
do not sell their stocks. Perhaps one 
reason for this is explained by the first 
of the quotations given below: 


_ Wrenn Bros. & Co.: It is an important con- 
sideration at this time that a war with Ger- 
many, should it occur,’ would apparently 
have almost none of the ordinary disturbing 
effects. Commerce would flow through no 
different channels, because Germany is al- 
ready eliminated from the international 
trade of the world, production would not 
be disturbed in this country, because those 
of our industries which produce for the 
German market have already suffered the 
maximum, and our money markets would 
probably not be seriously affected, not only 
because we have such an abundance of un- 
invested liquid capital but also because new 
bond issues are already being floated prac- 
tically at war time yields. 

We therefore venture the opinion that the 
stock market is not dependent except for 
minor movements upon the outcome of the 
negotiations with Germany. A serious out- 
come would doubtless cause a sharp break, 





but we do not believe it would result in dis- 
aster or even in a broad bear movement. 


Hayden, Stone & Co.: If any doubt re- 
mained as to the character of this market, 
it would seem as though it must have been 
dissipated by recent events. 

Let us look, for a minute, at the record 
of the past month. 

About a month ago occurred the torpedo- 
ing of the Lusitania, an event entirely un- 
expected; a phase of the war to which the 
market had not become accustomed. When 
people came to realize what this terrible 
disaster meant and what it might involve, 
prices at once broke ten to twenty points. 
The next event was the torpedoing of the 
Nebraskan, an American ship carrying, as 
it was believed at the time, the American 
flag. The market responded to this by 
something of a reaction, but nothing like 
that following the Lusitania disaster. 

Next, the ocestary of ‘State resigns be- 
cause he fears that the President’s course 
may plunge this country into war. This 
has caused only a momentary ripple. We 
are loath to use the term “shock proof,” 
but it would almost seem as though the 
market had reached such a condition. Its 
position must certainly have been a great 
deal stronger than was generally believed. 


Clark, Childs & Co.: What seems to us 
the great and important fact bearing on the 
financial situation is that we are on the 
verge of a period of great national pros- 
perity, and that this will result from the 
inflation process which is already at work, 
and which cannot well help advancing the 
prices of products of the soil, products of 
furnaces, products of the mines, and the 
non-fixed-income securities of our substan- 
tial railroad and industrial concerns. 

We consider that the time has come to 
dispose of low-rate, high-grade, fixed-in- 














—McCutcheon in the New York Feening Mai! 
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come bonds and preferred stocks and to re- 
invest the proceeds in the common stocks or 
convertible bonds of railroad or industrial 
companies which are in line to enjoy the 
benefits of the period of inflation that seems 
to be in store for the country. In the 
United States we are getting in line for 
what we may call a safe inflation. We are 
getting gold from new production, and we 
are getting it from nearly all the nations at 
war to pay in small part for the things they 
are buying from us. They, however, are 
in the midst of a dangerous inflation at 
home, because their proportion of unsecured 
currency and treasury obligations to gold 
is steadily and alarmingly increasing. Our 
interest bill to the rest of the world is daily 
being reduced, as are the foreign holdings 
of our securities. 

If Mr. Wilson’s efforts to preserve peace 
are successful, we can see but these results: 

First—Tremendous stimulus to industrial 
development and railroad traffic. 

Second—higher rates for long loans, 
meaning lower prices for ordinary bonds, 
since the net income returns from such 
issues will buy lesg of the necessities of life 
at higher prices. 

Third—Higher prices for common stocks 
and phenomenal gains in railroad income. 


Wilson & Chardon: Underlying conditions 
of the stock market make for higher prices. 
Not that we expect stocks to run straight 
up; there will be plenty of ups and downs, 
but the ascendency of the United States in 
the financial and general business world as 
the result of the European war, helped by: 

Bountiful crops. 

Abundant supply of cheap money. 

Less antagonism to corporations, as illus- 
trated by the far-reaching effect in the U. S. 
Steel suit decision. 

Improving sentiment in the business com- 
munity the country over. 

These and other factors combine in our 


judgment to point to a period of prosperity, 
accompanied by expanding and advancing 
stock markets for the next two years. 

* * * 


Effect, of Inflation 
on Price of Wheat. 


THE Government’s June forecast indi- 

cates a record-breaking crop of 
wheat for 1915, and to break the record 
of 1914 will be no small achievement. 
In fact, if the June condition should be 
maintained up to the end of the year, the 
country would raise a round 1,000,000,- 
000 bushels. In spite of this big pros- 
pect, however, Renskorf, Lyon & Co. 
believe that relatively good prices will 
be obtained: 


Quite aside, however, from the usual fea- 
tures pertaining more properly to the grain 
trade, there has arisen one which cannot be 
ignored or lightly treated. That is infla- 
tion the world over. In Europe there is 
paper inflation due to war and this coun- 
try gold inflation (plus expansion of credits 
due to our new banking laws). As the Lon- 
don Statist recently observed: “The United 
States are swimming in a sea of Gold.” To 
this an appropriate amendment was made by 
one of our New York newspapers, “a sea of 
idle gold,” as is fully attested by the money 
rates which have ruled for months. 

The London Economist shows the index 
number on commodities as 33 per cent. higher 
than last July. The older generation of mer- 
chants need only turn to 1878-79 to learn the 
result of our domestic inflation due to resump- 
tion of specie payment. It was then that 
wheat, which was quoted at 77 cents in Octo- 
ber, 1878, rose to 1.33% by December, 1879, 
or a rise of 75 per cent. 

With existing world conditions, is not wheat 
intrinsically or economically worth about what 
it is selling for today? 





Investors 





Hints for 


There are some general railroad mortgage bonds better than underlying 


bonds because the general mortgage issues are a lien on the principal parts of 
the line and therefore on the vitals of the company while the divisional bonds 
in many cases are a line on parts of the line that could be spared if necessary. 


You need not hold the stocks of a company to catch the benefit of im- 
proving earnings. If you see the trend of earnings is upward and -you do not 
wish to hold stocks you can do well by picking the junior bonds of the company 
which are almost certain to have a rise in proportion to the betterment of the 
earnings and the improvement in the stock. 


Look to the margin of safety of the particular bond you have under con- 
siderati It may be very high, whereas the margin of safety for whole 
outstanding Wonded debt may be rather low. This low margin affeets the 


price of some bonds adversely, really more than it ought. 
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Better Business in Progress 





Bank Reserves Growing—F ailures Smaller ~ Steel and Copper—Crop Conditions 


E only reason that money rates remain 
unchanged month after month is that they 
are already as low as they can get—3}4 per 
cent. for six months paper and 2 per cent. call 
money representing practically the minimum 
under any conditions. Reserves are still piling 
up and it will be noticed that the per cent. of 
loans to deposits for banks in the New York 
Clearing house (omitting the trust companies) 
is now down to 93.5. This is abnormally low. 
It indicates that the supply of available credit 
is far greater than the demand. Such a con- 
dition has never failed to work out eventually 
into more active’ business conditions. 
Another indication pointing in the same di- 
rection is the drop in business failures for 
May. The total of liabilities, $19,601,000, was 
just about normal for the month, while for 
April it was double the normal. The number 
of firms failing has decreased steadily this 
year as follows: January, 2,613; February, 
2,072; March, 1,983; April, 1,877; May, 1,574. 
Some decrease is natural at this season, but 
such a rapid decline indicates improving busi- 
ness conditions. 
Bank clearings do not as yet indicate much 
increase in the activity of trade. The month 
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4% 
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—Imports or 
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of May showed a little more activity at New 
York than last year, but taking the country as 
a whole comparative dullness was shown, and 
continues to be shown for June down to date. 

In iron and steel a decided improvement is 
noticeable. Prices have hardened slightly and 
iron production has increased steadily for five 
months in succession, from 1,516,000 tons last 
December to 2,263,000 tons in May. The U. S. 
Steel Corporation’s unfilled tonnage is also 
growing, in spite of the fact that the big com- 
pany is now operating at 80 per cent. of capac- 
ity. U. S. Steel must benefit, either directly 
or indirectly, from the tremendous war orders 
that have been placed here recently. 

While the price of copper is now high, there 
can be no assurance that it will not go still 
higher in view of the gigantic demand for 
ammunition. It is plain that ammunition will 
win the war, hence copper must be in good 
demand so long as the war lasts. 

Although the government reduces the con- 
dition of winter wheat considerably for June, 
the spring wheat prospect is very high, and 
the outlook is for an excellent yield on a very 
large acreage—with a possibility of 1,000,000,- 
000 bushels. 
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Exchanging Your Securities 





| word has gone forth from all 
the fountain heads of security mar- 
ket wisdom such as the statistical 
bureaus and the like that it is time to buy 
securities—at least to buy stocks. The 
question arises is it time to buy bonds 
and short time securities ? 

Immediately another question is sug- 
gested. If one has any of these securi- 
ties, is it time to get out of them and 
take up another class? Can much be ac- 
complished by such an operation? 

When the markets are very low the 
question of exchange hinges on the con- 
sideration of advance in prices. That is, 
when a very low level of prices prevails 
it affects all securities. Then a little 
scientific trading gets you out of those 
which are not likely to rise fast or far 
and into those which have the possibili- 
ties of large appreciation. 

In doing so, however, you come ‘up 
against the question of quality. High 
grade securities will have a rise in a 
which are not likely to rise fast or far 
relatively as the cheaper quality things 
because they have not fallen so low. 

It is therefore comparatively easy for 
an investor to trade out of one class into 
another for larger profits because prece- 
dent and experience have taught which 
class catches the benefits of a large ad- 
vance in the markets. In a word it is 
the class of largest speculative possibili- 
ties that has the longest swing in prices. 

Before the investor may be sure of his 
ground he must answer a number of 
questions else his exchange might put 
him in a worse position. There are times 
when some or all of these questions are 
more or less easily answered. At other 
times expert opinion is puzzled to know 
the answer. 

_ Here is a little catechism that every 
‘nvestor should study when he wants to 
“swap horses”: 


How Much Can You Accomplish by Doing It at This Time? 
By FREDERICK LOWNHAUPT 


Q. 1. 


change? 


One of these four considerations will 
be the answer: 

Greater income. 

Greater safety. 

Avoid depreciation. 

Possibilities of appreciation. 


Q.2. What shall I let go? 

Which should be answered about like 
this: 

Those things which show the least de- 
preciation from the point where bought. 

Those things which are not yielding 
me an income compatable with what I 
can get on equally good securities at the 
moment. 

Those which have back of them a rec- 
ord of mediocrity in the way of earnings. 


Q.3. What shall I take up? 

Which can be settled satisfactorily in 
about this way: 

The cheapest among those securities 
which have a big margin of safety. 

The best of those which are off consid- 
erably from their high price. 

The best of those which are likely to 
enjoy the benefits of the next expansion 
in business. 

Q.4. For what period is this ex- 
change to be made? 

This period to last about as long as 
follows : 

Until the income return on the high 
class stocks I hold is hardly better than 
many bonds. 

Until I have secured approximately 
the benefits of the advance brought about 
by better industrial conditions. 

Until money rates creep up to a po*~t 
where the incentive to hold stocks and 
bonds for good income will have lost 
much of its force. 


Why do I want to make an ex- 
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Q.5. What will be my position as to 
safety after I make this exchange? 

My position will be indicated by these 
tests: 

Whether I changed from high grade 
io low grade stocks. 

Whether I changed from high grade 
stocks to medium grade bonds. 

What proportion of each class of se- 
curity I hold, that is, bonds or stocks and 
whether conservative, semi-investment 
or speculative. 


It will be seen at a glance that there 
are a few big considerations involved; 
namely, money rates, industrial outlook, 
fundamental position of any particular 
company. Then it is necessary to clas- 
sify the securities you are leaving and 
those being taken up such as high grade, 
medium grade, poor bonds and one other 
—convertibles. 

And with stocks, high grade, medium 
and low grade. Then there is still an- 
other class of security, the short term 
note. 

We have now all these factors in 
which to work out a favorable exchange. 
First of all it must be decided for what 
reason the exchange is being made. At 
the present time you get fine prospects 
for appreciation and along with it a big- 
ger income than for some time past. 
Witness the high grade railroad stocks. 
On such issues at Atchison, Union, St. 
Paul, Great Northern, Northern Pacific, 
Pennsylvania and the like you can right 
now get an average of practically 6 per 
cent. income over a fairly good selection. 
At the high prices of 1912, which was by 
_ means a bull market year, the average 
over the same group stood a full 1 per 
cent. or more lower which means quite a 
difference in price. 

So that beside getting a good income 
now the possibilities of an average ap- 
preciation of from 10 to 20 points seems 
possible over a reasonable period. Ata 
time like this an investor is reasonably 
safe to get out of his medium grade 
bonds and into high grade stocks. 

Exchanging fw. ~F. grade bonds for 
high grade stocks looks like a money 
making proposition. It has its advantage 
from three points of view, first to get 
more income, second you get a practical 


equivalent in safety and third you get the 
possibilities of appreciation. 

As for short term notes, there is noth- 

ing to be gained by getting rid of them 
since they yield a high income and are 
aimost equivalent to cash in that they 
mature soon. Possibly they might be 
worked out into medium grade bonds for 
the appreciation in bond prices. 
. There are so many combinations that 
might be worked out that any short out- 
line must be far from complete. The 
position of the individual investor must 
decide to a certain degree how far he 
shall go in this matter of exchange. Con- 
ference with the investment banker will 
accomplish much although the average 
bond dealer will not take very strongly 
to exchanging fixed interest bearing se- 
curities for stocks whatever be their qual- 
ity. 

Therefore, I should give an arrange- 
ment such as the following for the wide 
awake investor who wants to get the 
maximum efficiency out of his dollars 
over a period such as seems to be ahead 
of us. For the investor, however, who 
does not want to give the time and at- 
tention necessary to make his dollars 
work harder there is nothing more to do 
than stay where he is and cut his coupons 
regularly. 


Out of 
High grade bonds (partly) 
Medium grade bonds 
Poor grade bonds 
Short term notes 

Into 

Medium grade bonds 
High grade stocks 
Medium grade stocks 
Medium grade bonds. 


By “High Grade” bonds I mean those 
yielding the investor up to 5 per cent. : 
medium grade bonds those yielding 5 
per cent. up to 6 per cent; poor bonds 
those yielding upwards of 6 per cent. 
High grade stocks are of course those 
already mentioned with the possible ad- 
dition of the very highest grade indus- 
trial preferred issues, 
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It will be noticed that the better class 
of bonds (those of the ultra conservative 
kind) are slighted. They will probably 
enjoy some betterment, but not in pro- 
portion to the other securities mentioned. 

Right here enters the big question that 
is being debated by all the thinkers along 
economic and investment lines and that 
is: 

What will be the course of money rates 
over the next three years? 

Everybody is trying to guess what ef- 
fect this will have on the trend of secur- 
ity prices. We have therefore three 
yuestions in this one, as follows: 

What will be the trend of interest 
rates? 

What will be the trend of bond prices? 

What will be the trend of stock prices? 

From what I have said already it is 
apparent that I believe the trend of 
money rates is not going to be such as 
to affect the prices of securities adverse- 
ly, either bonds or stocks for some time. 

It has been argued that after the war 
interest rates will be abnormally high 
and the price of bonds will decline. 
Many arguments may be brought for and 
against this premise. It is not easy to 
velieve that the available funds of this 
country will rush abroad for loan to for- 
eign governments. Some money may 


go but the amount will not be sufficient to 
affect the level of interest rates so se- 
verely. Our position is peculiar at the 
moment and will become unusual later 
on. For at least some months the money 
conditions here will be abnormally easy 
which fact is likely to have its logical 
outcome in better security prices. There 
are still other indications that the prices: 
of fixed interest bearing securities are 
not likely to decline for some time. 

Upon this situation the investor can 
predicate his exchanges such as have 
been suggested. 

Here then are the elements of each 
of one of these questions to consider 
when studying the movement of interest 
rates and prices over the next few 
months, possibly two years or more. 


Course of Interest Rates 
Length of the war. 
The position of the U. S. as a lender of 
money. 


Movement of Bond Prices 
The pent up investment demand in this 
country 
The cheapness of money. 
The effect if stocks have a big rise. 
Effect of new financing if general busi- 
ness improves. 


Movement of Stock Prices 


Increasing industrial and railroad activity. 
Cheap money. ’ 
Tremendous amounts of credit available. 





$500 Bond 


We give herewith a few $500 convertible 
. bonds all of which appear good investments 
around present prices. Convertible bonds as a 
rule fluctuate more than other bonds as they 
are guided largely by the market price of the 
stock into which they are convertible. 

Most of our readers no doubt know that 
this kind of bond at the option of the holder 
can be exchanged at a specified time into the 
stock of the company which issues them, at 
a specified price. Convertible bonds are 
usually a direct obligation of the issuing com- 
pany, but not a mortgage. This rule, how- 

ever, does not always follow. 


Investments 


Five hundred dollar bonds can also be pur- 
chased on partial payments for an initial de- 
posit of $75, and subsequently monthly pay- 
ments of $25. 

Market 
Price 
Due. About 
1933 86% 


Yield 
About 
5.66% 


Description. Int. 
Balt. & Ohio Conv..4%% 
Chic., Mil. & St. 

Paul Conv. ..... 5% 
Chic., Mil. 

Paul Conv. ..... 44% 
N. Y. Central Conv.6% 
South. Pacific Conv..5% 


2014 103% 482% 
1932 
1935 


1934 


97% 
103% 
100 


4.75% 
5.75% 
5.00% 
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The $100 Bond 


What It Is and How to Buy It 





By ROGERS H. WOODS 





ONTRARY to the general opinion, 
$100 bonds are not a new form of 
investment, for in the case of a 

number of bond issues that have been 
outstanding for ten and even twenty 
years a portion of the issue is in denomi- 
nations of $100. These “baby bonds,” as 
they are often called, are exactly the same 
in form and security as the $1,000 de- 
nomination—the one and only difference 
being the amount of their face value. 
This fact alone has been one of the 
greatest difficulties which the specialists 
in $100 bonds have had to surmount. 
The mere term “bond” has in itself a cer- 
tain high standing meaning, which to 
people of moderate means seems to im- 
ply something far beyond their reach 
and it has not always been easy to con- 
vince them to the contrary. 

For people who are dependent primari- 
ly upon the safety of their principal and 
assurance of the income from it, a se- 
cured investment is the appropriate and 
logical medium. Hence the growing 
popularity for $100 bonds. 

There are, of course, some stocks 
which have a proven investment value 
and which may be construed as far more 
satisfactory investments for people of 
comparatively moderate means_ than 
some bonds. Inasmuch as the invest- 
ment houses that are specializing in 
service to the small investor appreciate 
that their success is dependent upon the 
prosperity of their customers, a great 
deal of care is being taken to only rec- 
ommend to these investors bonds and 
stocks of the better classes. 

For investment purposes particular 
stress has been laid upon the desirability 
of $100 bonds. With a few exceptions 
the people who buy $100 bonds do so en- 
tirely for investment purposes, regard- 
less of the changes in price which the 
rest of the market may experience, and 
retain the bonds, incidentally showing 


good judgment in doing so, for their in- 
trinsic investment value is in no way 
impaired. Even for people who can af- 
ford to buy larger denominations, $100 
bonds supply an opportunity of diversi- 
fying even a comparatively small invest- 
ment so that an high degree of safety is 
obtained coupled with a good rate of re- 
turn and stability of value. 

High grade issues which are continu- 
ally in demand are: 

Norfolk & Western Ist Consolidated 
4s, 1996. 

Chic. Mil. & St. Paul Conv. 414s, 1932. 

Chic. Mil. & St. Paul Gen. & Ref. 
Mtge. Conv. 5s, 2014. 

New York & Greenwood Lake Prior 
Lien 5s, 1946. 

Virginian Railway Ist Mtge. 50-Yr. 
5s, 1962. 

In the class of bonds which offer pos- 
sibilities of appreciation and which are 
not quite as stable investments as the 
railroad issues mentioned, the greatest 
favorite is: 

Bethlehem Steel Ist 
Mtge. 5s, 1942. 

Public Utility bonds in denomination 
of $100 are probably bought in greater 
quantities than either the Railroad or 
Industrial issues. The obvious reason 
for this is that the earnings of the com- 
panies engaged in the most necessary 
branches of the public utility business 
are of a very stable character. This is 
naturally reflected in a firm intrinsic 
value for the bonds and makes them 
perhaps the most suitable bonds for the 
small investor. They combine a high de- 
gree of safety with a more liberal rate 
of return than either a rail or industrial 
issue of comparative value. 

A number of bond houses have adopt- 
ed a plan whereby the buyer may obtain 
bonds in denominations of either $100, 
$500, or $1,000, by making a small pay- 
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ment from time to time. This con- 
venient method of buying good invest- 
ment bonds has brought them within the 
reach of practically every one. Generally 
the house offering the plan requires an 
initial payment of 5 or 10 per cent. of the 
face value of the bond to be purchased 
and the balance may be paid in one year’s 
time. In some instances these payments 
must be paid in equal monthly install- 
ments; in others, the purchaser is given 
the privilege of making payments at any 
time and in any amounts that are con- 
venient to him within one year, providing 
his remittances are made at least once 
every three months during the period. 

Inasmuch as the interest on bonds ac- 
crues every day at a fixed rate, an ad- 
justment of interest is always made on 
every transaction where a bond changes 
hands. When bonds are sold on the 
small payment method, the interest 
which the bond pays regularly must be 
taken into consideration. Let us take as 
an example the purchase of a single $100 
bond of the Virginian Railway Ist 5s 
1962 at 97 on July 1, 1915. The pur- 
chaser makes an initial payment of $5, 
leaving a balance due of $92, which he 
subsequently pays, if he chooses, in ten 
equal monthly installments, made on the 
first day of each month following up to 
and including the Ist day of June, 1916. 
On that date he would then have paid in 
$93, leaving a balance due of $4 to be 
paid on July 1. This, of course, is upon 
the understanding that no interest has 
as yet been adjusted. 

Assuming that the final payment is 
made ae! 1, and in view of the fact 
that the Virginian Railway bonds pay in- 
terest on the Ist day of May and the Ist 
day of November of each year, on July 1 
the owner of the Virginian Railway 
bonds, or in this case the house which is 
holding it, would be entitled to the inter- 
est from May 1 to July 1, a period of 
two months. This the small payment 
customer is naturally expected to pay 
and it amounts to 83 cents. At the same 
time the purchaser is entitled to inter- 
est on the funds which he has paid in 
during the year, which, under the plan 
in mind, would allow him interest at 5 
per cent. upon all amounts for the re- 
spective lengths of time which, then, had 


been on deposit, viz., on the first pay- 
ment interest for one year and on the 
next payment for eleven months, and on 
the following payment for ten months, 
and so on for each of the subsequent 
payments. This interest, which is com- 
puted from standard “interest tables, 
would amount to $2.44 on July 1. Add- 
ing this interest to the total amount pf 
his payments, he would then have a tot 
to his credit of $95.44, leaving a balance 
due on the bond of only $1.39. 

It may be readily seen from this that 
when buying bonds by this method the 
actual amount of cash required is less 
than if the bond was purchased outright 
July 1, 1916. The fact that interest ac- 
crues on each payment in part discounts 
the actual cost of the bond to the pur- 
chaser. It is therefore more profitable 
for a pfospective investor to make his in- 
vestments from time to time on the small 
payment method rather than to wait un- 
til he has accumulated sufficient funds to 
purchase a bond outright. Of course, he 
might place his funds in a savings bank 
until they reached the required amount, 
but he would not obtain as liberal a rate 
of interest. 

July 1 and January 1 are probably 
the largest interest paying months 
for bonds as well as dividends on bond 
stock of any other months in the year. 
A great many bond houses make a spe- 
cialty of collecting bond interest for 
their customers. One bond house, of 
which the writer knows, has already re- 
ceived a number of tentative orders to 
be executed on July 1 for the purchase 
of various bonds on the small payment 
plan, and in anticipation of them the 
purchasers have already sent in their 
July 1 coupons. When collected, the 
proceeds will be applied as initial pay- 
ment on the new investment; then as 
subsequent interest is received from 
their prior investments it is continually 
applied, with additional remittances if 
required to carry the account on a satis- 
factory basis to the house with which 
they are dealing. This, of course, prac- 
tically amounts to compounding interest 
on the money saved and invested, as all 
dividends and bonds reinvested again re- 
ceive interest when applied to a small 
payment plan account. 

















Bond Market Topics 


Searcity of New Offerings—Why Is It? 

THAT the psychological element is in the 

financial markets in greater degree than 
in many years is evident from some of the 
anomalies that exist. Cheap money and cheap 
bonds are seldom found together. Cheap 
money and a stagnant bond market are con- 
tradictory. And again cheap money and cheap 
bond prices are producing a third anomalous 
condition—namely, absence of new offerings. 

Possibly this last phase is not so strange 
when the other two are considered, but it is 
nevertheless a potent fact just now. One 
house of considerable importance in the flota- 
tion of new issues has had wrapped, sealed 
and stamped five thousand bond circulars on 
a new issue which have been held up several 
weeks for no very definite reason. 

Psychology is primary just now in holding 
up the issues, although fundamentally this con- 
dition may be traced back a little farther. The 
bond houses are just waiting for the atmos- 
phere to clear before they launch out on their 
campaign. Of course they would like to see a 
higher level of prices on which to sell their 
issues because most of them are long term 
bonds. 

In the interim the houses are constantly 
selling what they have held on their shelves 
a while so that when the time of the big issues 
and big market arrives the new business will 
be all the more vigorous. 

Possibly the drawback just now is the low 
level of prices in many bonds—a level at 
which the corporations do not think it neces- 
sary to sell for the very good reason that 
they can borrow at the banks on cheaper 
money. Certainly a lot of undecided opinion 
as to the future enters into the case. 

There might, then, be named three reasons 
for the paucity of new issues; low prices, un- 
settled political conditions and the easy money 
which makes it easier to borrow time money 
at the banks than on long term bonds. 


The Good Short Term Market 

THE market for long term bonds is admit- 

tedly flat. In the discussion of the puzzle 
of the bond market generally we have touched 
on some of the causes for this condition. In 
the short term market things are much better. 
So far as the general public are concerned 
they have been little of a factor in the short 
term market. Possibly, if the truth were 
fully known, the general public has been in 
the stock market much more than the bond 
market lately. Certainly they have not been 
a factor in the short term market. 

Usually the institutions are the great factor 
in this branch. Lately they have been pre- 
dominatingly the factor. Usually in a money 
market like the present the institutions go in 
for the active high grade bonds which yield 
them a better income. To a considerable ex- 
tent they have been absent from the long term 
market and have been eager buyers of the 


short term stuff. 
The success of a recent $6,000,000 issue indi- 





cated just how they feel. Not alone this is- 
sue but others have gone without any trouble. 
The institutions, contrary to general opinion, 
are not so free with their funds as might be 
imagined in an easy money time like this. 
They are often found hanging on for no par- 
ticular reason apparently. 

But into short term notes they have been 
going easily. Here they are able to get an in- 
come as good or better than high grade long 
term bonds and have the funds back in their 
hands in a reasonably short time. 

The future of long term issues is being de- 
bated by some very good bankers. They are 
not quite satisfied of the future of these issues 
as to price level. Some seem to think they 
will decline. There are arguments easily 
brought for and against this position. The 
action of the money market over the coming 
months is the question. From appearances it 
would seem to augur cheap money for a long 
time ahead. If the money were all to be kept 
here this would be almost certain. But the 
channels of capital are open always and much 
of our money may flow elsewhere in later 
months. 

Just how far the banks that usually buy long 
—_ bonds are seeing is the interesting prob- 
em, 


The Puzzle of the Bond Market 


( BSERVERS of the bond market are asking 

why the price of bonds generally is not 
constantly rising and why the trading is not so 
broad as might be ex ed under the cir- 
cumstances existing. at are the circum- 
stances? An extremely low and easy money 
market and a dull bond market with no great 
tendency to rise. 

It differs greatly from precedent. In for- 
mer times it was almost an inevitable con- 
comitant of such low money rates as we are 
now having to see the bond market soaring. 
~ a. nae tor full of ~~ 

t the high grade active liste 
saad Thett activity stimulated the whole 
list and very shortly the whole investment 
market was on an upward swing. 

We have now easy money as never before, 
yet bond prices are low and the market is 
narrow. hat is the explanation? Is this 
condition to remain very long? Is it but the 
quiet that precedes the storm? How soon and 
in what way will the great gap between 214% 
money and 53%4% bond income be somewhat 
shortened ? : : 

Either history will not repeat itself in a 
rising bond market under the circumstances 
or else we are on the edge of a great uplift 
in the security markets that ought to put many 
points on the numerous bonds. There has 
been some selling from abroad that has had 
to be absorbed and there has been con- 
siderable house cleaning of the shelves 
of the bond dealers. And again investors are 
said to be holding their funds until they see 
the outcome of affairs. Which of these has 
had the greatest effect is a question. 
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How to Meet 
_ Jitney Competition 


By HENRY JUDSON 


HE JITNEY bus has been in ex- 
istence long enough to prove its 
damaging effects upon street car 

traffic, but not long enough to prove its 
own earning power. Especially in some 
of the smaller cities it has taken away a 
considerable percentage of the business 
of the trolley lines, and while this per- 
centage seldom amounts to more than a 
tenth of the total traffic it represents that 
portion of the business upon which the 
street car companies make the most 
money, namely, the short haul business. 
It costs almost as much to move an empty 
street car a mile as it does a full one; 
and when the car is packed with strap 
hangers the profits are immense. It is 
this highly profitable business, and prac- 
tically no other, that the jitney bus is 
taking away. 

Now it requires no expert knowledge, 
but merely close observation, to see that 
there are two principal ways in which 
the jitney problem might be solved, pro- 
vided the required legislation can be ob- 
tained. One is to compel the jitneys to 
give the same service, or service equal 
in geographical extent, to the street cars ; 
and the other is to permit the trolley 
lines to readjust their fares upon a mile- 
age basis. Either method would ap- 
parently be equitable to both the compet- 
ing concerns and the public. Surely it 
is hardly fair that a street car line should 
be compelled to run its cars from the 
business center of a city three to five 
miles out in the suburbs, and run about 
half of the total distance without_cover- 
ing operating expenses, whereas at the 
same time a jitney bus is allowed to re- 
main right in the dense traffic of the 


downtown section and carry the profita- 
ble traffic only. 

This is not a nation in which one busi- 
ness can be suppressed for the benefit 
of another; and it is quite too much to 
expect the jitney bus to be permanently 
suppressed in the interest of the street 
car. It is doubtless here to stay, but 
what can and should be done is to give 
both an equal chance. In this kind of 
traffic an equal chance means that either 
the jitney should be compelled to carry 
its share of the unprofitable suburban 
traffic, or else the street car should be 
permitted the same liberty the jitney has 
of operating in the profitable downtown 
section only; or, if it is not allowed to 
do this, it should at least be permitted 
to readjust its fares on a per mile basis, 
so as to derive some profit from the long 
haul suburban traffic. 

By way of seeing what would happen 
if the street car were given an equal 
chance with the jitney, let us notice what 
the profits of the latter would be if it 
transported the suburbanite as well as 
the downtown*passengers. That would 
mean a considerable lengthening of the 
average or typical journey; but before 
one can discuss the effect of the lengthen- 
ing of the journey upon net profits, it is 
necessary to get a fairly comprehensive 
idea of the net profits actually made un- 
der existing conditions. This is no easy 
task, because the conditions vary so 
greatly, and the statistics are so inaccu- 
rate and incomplete. However, the fol- 
lowing may be taken as being at least as 
good results as can upon the average be 
obtained with a bus costing $1,000 and 
seating 12 or 15 passengers: 
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Gross receipts at $12.25 per day. .$3,675 
Operating expenses— 
Tire renewals at $1.40 per hun- 
dred miles 
All other repairs at 2%4c. per 
mile 
Total yearly storage charges... 
Licenses and fees 
Wages of operator 


675 
160 


Total operating expenses 
Net operating income 


Charges against income— 
Depreciation of bus 
Insurance of all kinds 
Interest on investments 


Total charges 


Surplus earnings (available for 
dividends ) $336 
Add wages if operated by owner.. 1,300 


————— 


Total income of owner 


Equivalent per day 


So far as possible all these figures are 
based upon actual results obtained ; but 
they are still nothing but estimates, and in 
all doubtful points the bus has been given 
the benefit of the doubt. That is, this 
estimate of earning power is more likely 
to prove too high than too low. Total 
mcome per day has varied in different 
cities all the way from practically noth- 
ing to more than $30; but for a $1,000 
bus the average seems to be about 
$12.25. To make gross earnings of this 
amount it has proven necessary to work 
from early morning till late at night, and 
in same cases the owners of buses report 
that they must put in 12% hours. The 
number of trips per hour varies accord- 
ing to the length of the trip and the time 
of day, but in this case the figures are 
based on a 10-hour day with four single 
trips rather than round trips per hour. 
In many cases, these trips are very 
short, and 2% miles is here taken as 
their average length. This means 100 
miles per day, which for 300 business 
days amounts to 30,000 miles yearly. 


THE MAGAZINE OF WALL STREET 


Cost of tires is here estimated very 
conservatively, the cost being placed at 
35 cents per tire per 100 miles. Even on 
an ordinary pleasure automobile the 
actual cost runs from 40 to 70 cents, ac- 
cording to the weight of the car and the 
durability of the tire. Even at this rate 
the cost for the four tires is $1.40 per 
100 miles for renewals, and this, after 
deducting 4,000 miles as the possible life 
of the tires on the car when purchased, 
means a total tire renewal cost the first 
year of $364, and considerably more the 
second year. For all other repairs the 
expense is here placed at 2% cents per 
mile, but it could hardly be kept down 
to this except by good luck. Even on 
commercial trucks, which are much more 
durable than jitney busses, the repairs 
usually cost for light vehicles from 1 to 
2% cents per mile, excluding tires. 

The other items are sufficiently clear 
to need no explanation, except perhaps 
depreciation charges. These are placed 
at $500, or 50 per cent. per annum. 
However, this is figuring the life of a 
$1,000 bus at 60,000 miles, and it is ex- 
tremely doubtful whether it could live 
that long. Or, to put it more accurately, 
it is doubtful whether it could have such 
a life without raising the repair costs and 
losses due to idleness, especially the sec- 
ond year, far above the foregoing esti- 
mates. Furthermore, no deduction is 
made above for taxes other than license 
fees, and the probability is that within a 
short time such taxes will average $50 
per annum or more. Neither is any al- 
lowance here made for losses of gross 
earnings due to bad weather. 

Yet though gross income is here 
laced at a high figure and expenses at 
ow figures, the yearly surplus to the 
owner of the car who does not operate 
it himself figures out only $336; and this 
makes no provision for accidents and 
damagés either to the car, the driver or 
the public. The danger of losses from 
damages, as has been demonstrated by 
the traffic statistics of great cities, is 
much greater in the case of a bus than in 
the case of a railroad or trolley line. If, 
however, the owner operates his own 
car the foregoing wage allowance of 
$1,300 should be added to this surplus, 
making his yearly income available for 
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personal use, $1,636, or $5.45 per work- 
ing day. 

t is observed that if the car is oper- 
ated by its owner the operating expenses 
figure out only $2,039 per annum, 
whereas if operated by a paid chauffeur 
the expenses are $3,339, including 
charges. It is clear enough that the 
jitney business is unprofitable under or- 
dinary conditions, except when the busses 
are operated by their owners. Hence, tak- 
ing $2,039 as the operating expense, 
this amounts on a mileage of 30,000 to 
an expense of 6:79 cents per bus mile or 
car mile. For the typical trip of 2% 
miles the operating expense thus figures 
out 16.87 cents. The gross receipts, be- 
ing $12.25 for 40 trips, figure out $32.62 
per trip, and this leaves a good margin 
of profit. 

But now suppose, instead of staying 
right in the heart of the city, the jitney 
was compelled to carry suburban traffic 
also. This would mean trips of three to 
five miles instead of 1% to 3 miles, and 
it would raise the operating expenses in 
almost exact proportion, since these are 
principally determined by the mileage 
run. A trip of four miles, for example, 
would upon this basis cost about 27.16 
cents, and unless the fares were raised 
the gross revenue would still be but little 
over 31 cents, so that the business 
wouldn’t pay at all. If the fares were 
raised, then the jitney would lose busi- 


ness to the street cars, and probably not 
pay operating expenses. In short, it is 
fairly clear in spite of the meagreness of 
the data that the jitney bus cannot com- 
pete with the street car on equal terms. 
Fair play would be its death knell. It 
must have the cream of the traffic and 
the preference as to taxes, rights of 
way, freedom of action and all legal con- 
ditions in order to pay. 

If, however, it continues to enjoy these 
preferential conditions, then the very 
least which can equitably be allowed the 
street car lines is the privilege of read- 
justing their fares on a mileage basis. 
Almost any trolley company. in a big 
city could get rich quick at 2 cents per 
mile. The downtown passenger would 
then pay only 3 or 4 cents in many in- 
stances, but the suburban passenger 
would often pay from 10 to 20 cents. 
In most of our cities the car companies 
are in one way or another partners of 
the municipality, the la having agreed 
with them to give them franchises, 
rights of way and the like in exchange 
for continuous car service over fixed 
lines, and for certain other services such 
as paying and cleaning certain portions 
of the streets. It is then both the inter- 
est and the duty of municipalities to see 
that the street car lines get fair play. 
Fair play is all that they need to meet the 
jitney bus problem and relegate it to the 
shadows of the past. 





_ INVESTMENT EFF ICIENCY 


IF THE GREAT modern demand for increased 
efficiency and elimination of needless waste were 
applied to the investment of surplus capital, with the 
same thought and care that mark its application to 
manufacturing and industry, the results would be 
truly surprising.—L. B. Tucker. 








[ERICAN POWER and LIGHT CO. 
BY PAULCLAY, 


A Water Power Generator 


Among the host important public 
utility concerns in the United States 
is the American Power and Light 
Company. Its very name “American” 
is suggestive of the broad scope of its 
operations. It is a holding company con- 
trolled by interests identified with the 
General Electric Company, and under the 
direct influence of the Electric Bond and 
Share Co. Its name correctly describes 
its business; for of its gross income 58 
per cent. comes from electric light and 
power, 28 per cent. from artificial gas, 8 
per cent. from natural gas, 3 per cent. 
from railway business and 3 per cent. 
from water business. 

The subsidiary companies operate prin- 
cipally in Kansas, Washington, Oregon 
and Texas. In all 98 communities are 
served and the total population of these 
communities is conservatively estimated 
at 850,000. Mere numbers convey so 
little that it is necessary to make com- 
parisons in order to comprehend what an 
immense clientele is represented by 
850,000 persons. According to the 
Census Bureau the City of Boston, July 
1, 1914, had a population of only 733,802 
and St. Louis 734,667. Indeed, New 
York, Chicago and Philadelphia are the 
only cities in this country having a pop- 
ulation as large as the clientele of the 
American Power and Light Company. 


The aggregate population of Nevada, 
New Mexico and Vermont is less than 
850,000. 

The amount of business done by the 
companies under the control of this hold- 
ing company is now enormous. For 1914 
its output of artificial gas was 2,073,- 


’ 016,000 cubic feet, and of natural gas 


3,057,059,000 cubic feet. Its output of 
electricity for the year was 138,838,509 
kilowatt hours. The electric lines in 
service have a total length of 2,834 miles 
which is sufficient to reach two-thirds of 
the way from Portland, Maine, to Seattle, 
Washington. 

In form the American Power and 
Light Company is a pure holding con- 
cern. Its subsidiaries are Kansas Gas 
and Electric Co., Pacific Power and 
Light Co., Portland Gas and Coke Co., 
and Southwestern Utilities Corporation. 
The latter company controls the South- 
western Power and Light Co., and the 
Southwestern Power and Light Co. con- 
trols, among others, the Texas Power 
and Light Co. and the Fort Worth 
Power and Light Co. Neither the South- 
western Utilities Corporation nor the 
Southwestern Power and Light Co. is an 
operating company. The Southwestern 
Utilities Co. is a subsidiary holding con- 
cern organized under the laws of Virginia 
to control the Southwestern Power and 
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Light Co., and perhaps acquire other 
companies in the South. 

Apparently the control of these exten- 
sive and thriving public utility concerns 
ought to be of great value to the interests 
identified with the General Electric Com- 
pany. It ought to mean a sure market 
at good prices for a large volume of 
products made by the General Electric; 
but the interest of the investor is 
primarily in the public utility concern. 
From that point of view therefore the 
principal significance of the General 
Electric influence is that it ought to be 
an indication’ that the American Power 
and Light Company and its subsidiaries 
will enjoy efficient management some- 
what similar to that of the General 
Electric. 

Sidney Z. Mitchell, chairman of the 
American Power and Light Company, is 
president of the Electric Bond and Share 
Company and the Utah Securities Cor- 
poration, and chairman of the board of 
the American Gas and Electric Company. 
He was vice-president of the Butte Elec- 
tric and Power Company, and is a di- 
rector in a number of other public utility 
concerns. This ought to mean good 
management for the American Power 
and Light system. of companies. 

In their present form the annual state- 
ments of the system are somewhat ob- 
jectionable from the point of view of the 
investor. Consolidated balance sheets 
are not presented, and because of the 
complicated inter-company loans and ob- 
ligations and security ownings, it is 
utterly impossible for the investor to 
figure out just what he is buying. He 
cannot know from the reports, for in- 
stance, in purchasing American Power 
and Light preferred, what is the amount 
of obligations having priority over this 
preferred stock. We print herewith the 
first official statement covering this point. 
Because of the lack of a consolidated 
balance sheet he could scarcely find out, 
but for the willingness of the manage- 
ment to inform the individual investor, 
what is the real financial position of the 
system of companies taken as a unit. It 
is known, however, that some of the 
officers are in favor of treating the in- 
vestor with greater frankness and it is 
believed that a more enlightening form 
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of annual statement may be adopted be- 
fore long. 


At this early stage of development the 
company should not be criticised for the 
lack of a consolidated balance sheet. The 
company is only five years old, has been 
rapidly absorbing additional properties, 
and has presumably not yet reached the 
stage of development where it would be 
wise and convenient to undertake the 
compilation and publishing of such 
statistics. Still the investor in the securi- 
ties of this system of companies does 
want to know what he is buying. He 
must know the amount of underlying 
securities having a prior claim upon 
earnings before he can get any reason- 
able idea as to the value of the parent 
company’s securities; and this informa- 
tion cannot be obtained from the in- 
dividual balance sheets, because the 
inter-company obligations are not fully 
shown. To satisfy this need we were 
fortunate enough to obtain from the 
management the following statement of 
the net amount of securities of the whole 
system in the hands of the public. 


IN THE HANDS OF THE 
PuBLICc. 
December 31, 1914. 


Underlying bonds 5% $28,187,000 
Subsidiary preferred stocks 
8,708,500 


198.700 


SECURITIES 


Subsidiary common stocks. 


Net subsidiary capitaliza- 
tion $37,094,200 
Parent Company 6% 
10-year notes 
Parent Company 6% 1-year 
notes 
Parent Company 6% pre- 
ferred stock 


000,000 


Prior liabilities to com- 
mon stock 
Parent Company 4% com- 
mon stock 


$53,619,400 


These securities are placed by us in 
the order of their apparent priority.- The 
first or underlying obligations are, of 
course, the bonds of the subsidiary com- 
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panies. The notes of the subsidiary com- 
eee are obligations, not to the public 
ut to the parent company. The pre- 
ferred stocks of the subsidiaries should 
rank ahead of the notes of the parent 
concern because the income with which 
to pay these notes must be derived in 
one way or another from the earnings of 
the subsidiaries remaining after the pay- 
ment of preferred dividends. The in- 
terest and dividend charges, figured upon 
above actual capitalization, and in the 
seeming order of their priority are as 
follows: \ 
5% on subsidiary bonds.... $1,409,350 
7% on subsidiary preferred 

609,595 


Total subsidiary charges $2,018,945 
on parent company . 

312,000 

6% on parent company pre- 
y Fimo stock 187,188 

* Charges prior to com- 
mon stock $2,518,133 
There are more than $45,000,000 of 
bonds, notes and stocks which rank 
ahead of American Power and Light 
common. Meantime, if one were to 
estimate the intrinsic value of the whole 
system of companies, using its earning 


power as a basis, and if the estimates 
were based upon the very best earnings 


yet shown—that estimate would come 
out about $38,000,000. That is to say, 
this would be the aggregate market value 
of all the securities including bonds, notes 
and stocks, parent and subsidiary, in the 
hands of the public. 

This estimate may perhaps be a little 
too small, because it is based upon the 
general average relation of the security 
value of public utility concerns to the 
earning power of those concerns, and 
does not take into consideration the 
several new plants of this particular con- 
cern which, although very valuable, have 
not yet developed more than a fraction 
of their full earning power. It fs un- 
safe to count too much upon either un- 
productive properties or upon plants in 
the constructive stage; but perhaps 
$40,000,000 would be a cleser estimate of 
the real assets of this system. 

The evidence is then that the system 
as a whole is somewhat over-capitalized ; 
but investors should remember that this 
does not condemn it. Steel common in 
1904 was pure water, without a cent of 
asset value; and yet it was the best pur- 
chase in the New York market, was soon 
to show the investor a profit of 400 to 800 
per cent., and now probably has behind 
it actual assets of about $65 per share. 
Upon these estimates it would seem that 
both common and preferred stocks of 
the American Power and Light Company 
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are water, and also that there may be 
about $5,000,000 of water in the remain- 
ing or prior capitalization. 

However, in the case of such a rapidly 
growing company it is a rather general 
practice to issue securities in large 
enough volume to discount earnings 
some years ahead, and then to develop 
real values behind those securities. This 
has been the practice in almost the whole 
history of American railroading, and 
even in the history of banking. Many 
railroad and bank stocks which, when is- 
sued, were nothing but pure water, are 
now selling for $100 to $500 per share, 
and are worth the money. Among the 
American Power and Light subsidiaries 
the gross earnings of the Kansas Gas 
and Electric rose from $796,082 in 1910, 
to $1,163,349 in 1914’; those of the Pacific 
Power and Light from $940,693 to 
$1,376,490; and those of the Portland 
Gas and Coke Co. from $823,270 to 
$1,284,926. The Southwestern Power 
and Light Co. increased its gross earn- 
ings from $1,711,420 for the year ended 
April 30, 1912, to $2,799,033 for the 


calendar year 1914; and the Fort Worth 
Power and Light Co. in the same period 
increased its gross from $462,670 to 


$898,000. This should be evidence 
enough that the growth of earnings 
ought in the course of a few years to 
eliminate the water from the capitaliza- 
tion. 

Coming now to the practical question 
of the position of the securities, it is 
pertinent to observe that the system ap- 
parently needs more working capital. 
The aggregate current assets shown by 
the balance sheets of the subsidiary com- 
panies as of December 31, was only 
$3,147,680, whereas the current liabilities 
totaled $3,313,415. The parent comcern 
showed current assets of only $2,610,366 
and current liabilities of $3,308,742. 
Since December 31 these liabilities have 
been reduced by nearly $1,000,000, but 
the report does not state to what extent 
the assets may also have been reduced. 

Through the old policy of secrecy, the 
management, curiously enough, does it- 
self an injustice, by way of making the 
financial .position of the system of com- 
panies appear less strong than it really 
is. The current liabilities of the sub- 


sidiaries are largely due to the parent 
concern, whereas their assets are largely 
or wholly moneys due from the public for 
services rendered. Considering these 
facts the system as a whole probably has 
no net debt, and those close to the man- 
agement estimate that current assets ex- 
ceed current liabilities by about 
$2,000,000. The importance of the point 
is considerable. With a net debt of 
$1,000,000 American Power and Light 
preferred would seem very dear at cur- 
rent. prices. With current assets and 
current liabilities equal, it would seem a 
fair speculation ; and with a net working 
capital of $2,000,000 it would appear to 
be something of a bargain. 

Owing to the heavy prior obligations, 
a slight decrease in earniggs, such as is 
apt to happen to even the strongest cor- 
poration in the world, might any time 
wipe out the common dividend; but it 
would take a large decrease to endanger 
the preferred dividend. Recent reports 
show increases in earnings, and this 
statement is not intended as any trouble 
ahead, but only as a definition of the 
position of this stock. There are a great 
many bonds and stocks in the entire sys- 
tem, and to assist the investor they are 
nere roughly grouped in three classes ac- 
cording to merit. This merit is de- 
termined in each case by a consideration 
not only of earning power, but also of 
the amount of prior obligations. 


GOOD SECURITIES 


Kansas Gas and Electric 5s of 1922. 

Pacific Power and Light 5s of 1930. 

Portland Gas and Coke 5s of 1951 and 
1940. 

Portland Gas and Coke 7 per cent. 
cumulative preferred stock. 

Southwestern Utilities 6 per cent. gold 
notes. 

American Power and Light 6 per cent. 
notes. 

Texas Power and Light 5s of 1937. 

Texas Power and Light 7 per cent. 
cumulative preferred stock. 

Fort Worth Power and Light 5s of 
1931. 

Fort Worth 7 per cent. cumulative pre- 
ferred stock. 
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FAIR SECURITIES. 


Seuthwestern Power and Light pre- 
ferred stock. 

Kansas Gas and Electric 7 per cent. 
preferred stock. 

Pacific Power and Light 7 per cent. 
preferred stock. 

Portland Gas and Coke common. 

Southwestern Utilities Corporation 
stock. 

Fort Worth Power and Light common. 

American Power and Light 6 per cent. 
preferred stock. 


SPECULATIVE SECURITIES. 


American Power and Light 4 per cent. 
common stock. 
Kansas Gas and Electric common. 


Pacific Power and Light 7 per cent. 


second preferred stock. 
Pacific Power and Light common. 


Southwestern Power and Light com- 
mon. 

Texas Power and Light common. 

There is listed in the three groups of 
securities a number of securities all of 
whose stocks is owned by the American 
Power and Light Co. or the South- 
western Utilities Corporation. Portland 
Gas and Coke common, Southwestern 
Utilities Corporation stock, Kansas Gas 
and Electric common, Pacific Power and 
Light second preferred, Pacific Power 
and Light common, Southwestern Power 
and Light common and Texas Power and 
Light common are so held, no securities 
of any of these issues, other than di- 
rectors’ shares of stock, being in the 
hands of the public. These are included, 
however, since they throw so much light 
upon the position of the securities which 
are in the hands of the public. 


HOLDINGS OF BONDS BY NATIONAL BANKS 
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Official Government reports show that the total of securities held for investment pur- 
poses by National Banks increased 24.5% from 1910 to 1914, whereas holdings of Public Utility 


Bonds increased 42.6% in the same period. 














The problem to be solved in making an investment is 
how to obtain a fair return on money without jeopard- 


izing its safety. 














Notes | on Public ‘Utilities 


American Gas & Elec—EARNINGS for 
the year ended March 31 show a balance 
equivalent to 19.93% on the $3,641,400 com- 
mon stock. 


American Cities Co—REDUCTION IN 
dividends due to general slackness of condi- 
tions and to jitney competition as explained 
in a special circular issued by the manage- 
ment. 


Brooklyn Rapid Transit—GROSS RE- 
CEIPTS decreased approximately $3,000 
per day in May due to bad weather. Com- 
pany is expected to earn from 74% to 7%4% 
on stock during current fiscal year, which 
is equivalent to about $1,200,000 


Columbus Gas & Elec—STATEMENT 
of the president shows that during the past 
year gas customers increased by 3.8% and 
electric customers by 7%. He further says 
that the growth of the electric business was 
greatly retarded by the electric investiga- 
tion which continued to disturb prospective 
customers. Co. expects to prosecute a vig- 
orous campaign for new business. 


Central State Electric Corporation.— 
PASSING of the dividend on common stock 
was caused by the uncertainty as to the 
effect of the decision of the Ohio Utilities 
Commission in the pending rate case will 
have on their earnings. 


Chicago Railways.—GROSS earnings in 
1914 fell off about $608,000. Part of the 
decrease was due to the extension of the 
5 cent zone, but the greater part was be- 
cause of the closing of material reduction 
in working forces of many industrial estab- 
lishments. After all deductions and charges 
the net income for the fiscal year was $717,- 
161 as against $996,387 for the preceding 
year, 


Commonwealth Power.—EARNINGS in 
the 12 mos. ended April 30, 1915, applicable 
to dividends on common stock were $1,257,- 
857 or 8.11% on $15,500,000 stock. Aside 
from a slight decrease due to the jitneys 
the electric railways of the company are 
making a satisfactory showing. 


Edison Co. of Boston.—GROSS earnings 
for 11 mos. ended May 31 were $6,869,3 
an increase of $379,885 or 5.85%, compared 
with corresponding period a year ago. 
These earnings broke all previous records. 


Electric Bond & Share Co—GAINS in 
earnings continue to be shown in the operat- 
ing properties in which it is interested 
through the ownership of securities. Co. 
is branching out into foreign investments 
by ne a large interest in a Cuban public 
utility 


Interborough 


Rapid Transit. — AP- 
PROVAL of the new plan of consolidation 


but to arrange the 


of the Co. leaves nothin 
the present stock 


details for exchange o 


for stock of the Interborough Consolidated 
Corporation, the new company. The new 
certificates are being engraved and as soon 
as completed plans for exchange will be 
announced. 


Louisville Gas & Electric—EARNINGS 
of the company ee the nineteen months 
ended’ January 31, 1915, were $3,352,558 
gross and $1,4 4,611 net with a surplus after 
all charges including interest and other de- 
ductions of $750,154. 


Middle West Utilities—-ANNUAL RE- 
PORT for the year ended April 30 shows 
combined earnings increased in gross $299,- 
393 and net $449,073. Surplus increased 
$213,867. 


Massachusetts Elec. Cos—DIVIDEND of 
2% due July 1 passed because of indications 
that the 4% would not be earned in fiscal 
year to end June 30 and because of the un- 
favorable operating conditions. The year 
is not expected to do better than previous 
year. 


Northwestern Electric—SOLD $3,000,000 
lst mortgage 6% 20 yr. bonds to New York 
bankers for additions to property. In 1915 
it is estimated the Co. will earn $700,000 
gross and $375,000 net and with completion 
of plants gross $1,000,000 and net $700,000. 


Ohio State Telephone.—SYNDICATE 
has disposed of the $3,000,000 7% preferred 
and 000 common stock. It is estimated 
the company will earn in its first year close 
to 5%. 

Philadelphia Co.—GROSS sales decreased 
oer and surplus for common was 6% on 
stock. 


Southern Power.—HAS SOLD $1,200,000 
of its lst mortgage 5% bonds to a New 
York syndicate. Gross earnings for year 
ended April 30 were $2,485,789. Net were 
$1,446,772, or more than four times the re- 
quired bond interest. 


Third Avenue.—SURPLUS for ten mos. 
ended April 30 equal to 3.2% on the stock 
outstanding. If earnings continue as for 
this period the full 5 per cent. will be earned 
on the stock. 


United Rys. & Elec—SEVERE regula- 
tions of the jitneys are expected to reduce 
this trouble of the street railways to a mini- 
mum. U. R. & E. has suffered from them. 


Western Power Co.—NEW CORPORA- 
TION has been incorporated at Albany, 
N. Y., shares of the common stock of which 
will be exchanged share for share of pres- 
ent outstanding common stock of Western 
Power Co. of N. J., and pfd. stock will be 
exchanged for present pfd. share for share 
with an additional 18% of new pfd. stock on 
account of accrued divis. on est Power 
Pfd. 
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The Market Outlook 


Conflicting Influences—Bond Market—Technical Conditions—Better Iron Prospect—The Lacka- 
wanna Decision 





S fey market is hesitating without 
showing weakness. Nothing bet- 

; ter, perhaps, could be expected in 
view of the uncertainties that still con- 
front us. 

There is, however, a striking list of 
factors that encourage investors to ex- 
pect further progress on the constructive 
side. A record wheat crop is probable; 
other crops have been planted under 
generally favorable conditions ; the banks 
are bursting with idle money, which seeks 
safe employment in business enterprise ; 
millions are being paid out in this country 
on war orders by four great European 
nations and no end to this demand is in 
sight; the foreign trade balance in our 
favor keeps increasing; we have im- 
ported over $110,000,000 gold since 
January 1; the steel industry, which is 
always regarded as an important busi- 
ness barometer, reports increased orders 
and slightly better prices; the railroads 
are showing a disposition to increase 
their orders for material and equipment ; 
there is less antagonism between busi- 
ness and politics ; the U. S. Steel decision 
has afforded much encouragement to 
those who control our biggest business 
enterprises. 

On the other hand, there are some 
notable obstacles to business progress. 
The tremendous demand for capital 
abroad to be poured into the sink of war 
limits the supply of capital for construc- 
tive enterprise in this country and makes 
it necessary to pay relatively high rates 
of interest on permanent investments ; the 
South has not yet recovered from the 
blow dealt it by the low price and small 
demand for cotton; general business 
throughout the country shows but slight 
improvement, with the exception of the 
“war order” lines ; the Steel decision will 
probably be appealed and the Interna- 
tional Harvester case is to be re-argued 
in the fall, thus postponing the final rul- 
ing of the courts as to what Big Busi- 
ness may or may not do; the end of the 
European War is apparently as far off as 


ever ; and last but not least, our difficulty 
with Germany remains to be adjusted. 
* +” * 


THE bond market remains dull and 

rather heavy, but without any de- 
cline of importance in the general level 
of bond prices. Home and foreign con- 
ditions are diametrically opposed. In 
America, capital is accumulating. At 
present it is in the form of bank deposits, 
but under ordinary conditions it would 
soon flow into bonds and bring higher 
prices. In Europe, capital is being dis- 
sipated with startling, paralyzing 
rapidity. The great banks are being up- 
held by their respective Zovernments by 
main force. Such a condition cannot 
but bring lower prices for all foreign 
bonds. 

Between these two forces, our bonds 
have remained nearly stationary. The 
foreign influence is doubtless the more 
powerful of the two, but it is spread over 
a wider territory. Favorable home con- 
ditions have so far prevented our bonds 
from declining as a result of scarcity of 
capital abroad. 

We cannot as yet see a prospect of 
conditions which will warrant any ma- 
terial rise in bond prices. More active 
business, which is highly probable, 
would greatly benefit junior securities, 
especially stocks; but the price of high- 
grade bonds depends on the money con- 
ditions of the world, and with the 
enormous drain of the foreign war, that 
condition of easy capital for permanent 
investment which most favors the bond 
market seems to us quite impossible for 
a considerable time to come. 

The investor for income is of course 
entirely safe—just as safe as he ever 
was—in buying good bonds for per- 
manent holding. In fact, in view of the 
present low level of bond prices, it is 
likely that any further declines, if they 
should come, would be of a minor and 
temporary character. But the investor 
who looks for profits in addition to in- 
terest should, we believe, avoid long- 








term, high-grade bonds for the present. 
*x * * 
DURING the latter part of the sharp 
advance in the stock market which 

culminated about May 1, a miscellaneous 
and to a great extent inexperienced pub- 
lic was virtually dominating the spec- 
ulative situation. The interests which 
have usually led such demonstrations 
were for the most part holding aloof and 
occupying the position of spectators. 

The small panic which followed the 
sinking of the Lusitania made a great 
change in the technical condition of the 
market. The outside public hastily 
dropped its stocks, with or without 
profits as the case may be, and the buyers 
on the decline were of a more courageous 
and experienced character. Many in- 
vestors who had missed their opportunity 
previously, then took advantage of the 
weakness of various good issues to pick 
up a part or all of their desired lines. 

The result is that the market is not 
now so susceptible to the effect of bear 
news as it was early in May. Many of 
the present holders of stocks could 
scarcely be scared into-selling them at 
lower prices, because they have bought 
from a definite conviction of value and 
with abundant means to carry their pur- 
chases through any temporary decline. 

A market is never entirely “shock- 
proof,” but at least the market is now 
in a condition to stand shocks with com- 
parative equanimity. 

* * * 
HE marked improvement in the iron 
and steel business is worthy of spe- 

cial attention at this time. Where six 
months ago the steel mills of the country 
were operating at less than 50 per cent. 
capacity, they are now running at 80 
per cent., and even at that rate of pro- 
duction unfilled orders are increasing. 
Stocks of pig iron at furnaces are being 
gradually reduced, in spite of a constant 
increase in production. 

“War orders,” of course, account for 
a part of this increased demand for iron 
and steel: There has also been some 
increase in railroad buying which has 
been passed on to the mills in the form 
of demand for steel. Some improvement 
in the demand for structural iron is 
noticeable also. ~In short, the increased 
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business in iron and steel is a reflection 
of improved business in general lines 
pretty much throughout the country, as 
it usually is. The war has not changed 
the value of iron as an index to business 
activity as a whole. 

The improvement in iron and steel has 
now progressed far enough to make sure 
that it is the beginning of a genuine up- 
ward movement and not merely a tem- 
porary fluctuation. For our part we 
have never had any doubts on that point 
and have repeatedly stated our views in 
this department. Nothing in the 
economic history of this country is more 
marked than the swing of the “minor 
cycle” in the steel business. It is 
founded upon sound reasons and un- 
changeable human characteristics. Hence 
the close student of steel movements of 
the past can predict the next main swing 
of prices and production with approx- 
imate accuracy. 

* * * 


HE decision of the Supreme Court 
against the coal-selling plan of the 
Delaware, Lackawanna & Western Rail- 
road is a decision against the peculiar 
contract of the road with the coal com- 
pany, and does not necessarily show what 
the attitude of the court will be toward 
the Reading and Lehigh Valley coal 
business. The following extract from 
the decision states clearly what the road 


— or may not do: 

he railroad company, if it continues in 
the business of mining, must absolutely 
disassociate itself from the coal before the 
transportation begins. It cannot retain the 
title nor can it sell through an agent. It 
cannot call that agent a buyer while so 
hampering and restricting such alleged 
buyer as to make him a puppet subject to 
the control of the railroad company. If 
the railroad sells coal at the mouth of the 
mines to one buyer or to many it must not 
only part with all interest direct or indirect 
in the property, but also with all control 
over it or over those to whom the coal is 
sold at the mines. 

It must leave the buyer as free as any 
other buyer who pays for what he has 
bought. It should not sell to a corporation 
with officers and offices in common—for 
the policy of the statute requires that in- 
stead of being managed by the same offi- 
cers they should autieudle and in good 
faith avoid anything, either m contract or 
conduct that remotely savors of joint ac- 
tion, joint interest, or the dominance of one 
company by the other. 








Definite Suggestions for Investments 


What to Do With $30,000 


An Answer to a Subscriber's Inquiry 


The Inquiry: I have $30,000 cash to invest. I am in business for myself. I may have to 


divest myself of any such holdings as I may ac quire now in a year or so for other purposes. 


I have in mind bonds properly 
sible, 6%. 
to be too speculative. 


iversified, netting about 5% to 512% or, if you deem it pos- 
I am not averse to good stocks if y ou anticipate a rise in the future, but I wish not 


However, I would like to buy a few thousand dollars also in coppers, which, of course, I 


realize will be a 5 
I wish to state 
t as Sotad 





does not apply to the “Coppers.”—A. B 


HE answers of three prominent bond 
houses to which the inquiry was 
submitted: 
I 


“The writer’s statement to the effect 
that he might have to divest himself of 
any such holdings in a year or so for 
other purposes, is the prime factor 
which we must consider in replying in 
the interest of the investor. If this ab- 
solute need for the funds will arise at or 
about a given period, the best plan would 
probably be to purchase a certificate of 
deposit issued by one of the large Trust 
Companies. This would mean the ac- 
ceptance of a lower rate of interest, with 
as we view the matter—time of payment 
is prime factor. 

Another method would be to purchase 
short term securities such as: 

American Tel. & Tel. (subsidiary 
companies) 5% Bonds, due April, 

1916. 

Sulzberger & Sons Co. 6s, due 

June, 1916. 
together with other issues current in the 
market. The yield, however, in well 
secured notes would not average over 
4% per cent. 

Inasmuch as your inquirer indicates 
the desire for diversified bonds with a 
liberal yield, we would make suggestions 
as noted in Table I. 

This would give $30,000 par value of 
bonds costing $28,150 and supply a year- 
ly income of $1,450, equivalent to about 
5.15 per cent. yearly on the invested cap- 
ital with a somewhat larger yield if held 
to maturity. 

In our opinion, bonds enumerated 
are selling at a low price. If your 


culative enterprise aside from the foregoing proposition. 
at I never have invested in stocks, bonds or any other securities to such an 
above, and rely entirely on your advice. 
is a good investment of funds pending further use and secure a good income. 


I have never speculated. All I wish 
Of course this 





TABLE I 
In- 
Security Price Amount come 


$5,000 New York Central 
Convertible De- 
103. $5,150 $300 
5,000 Bethlehem Steel 
Co. Refdg. 5s, 
due 1942, at 93.. 93 
5,000 Chicago, Milwau- 
kee & St. Paul 
Ry. Refdg. Con- 
vertible 5s, due 
2014 
5,000 American Tel. & 
Tel. Co. Convert- 
ible 4s, due 1929. 
5,000 Swift & Co. Ist 5s, 


Pacific 
Francisco 
minal 


4,650 


$28,150 $1,450 





customer decides to invest the funds 
mentioned in such securities we should 
be pleased to give our reasons for select- 
ing them. 

Regarding his inquiry for copper 
stocks, we fear it would be presumptu- 
ous on our part to make any suggestions. 
Mining is a business. Dividends are really 
made up—partially of earnings and par- 
tially from exhaustion of assets. There 
are no doubt many attractive industrial 
stocks—one which appeals to us being 
Westinghouse Electric & Mfg. Co. The 
company, we understand, during 1914— 
the year of very poor business—earned 
something over 4 per cent. on its stock. 
The large amount of profitable war order 








WHAT TO DO WITH $30,000 


business now being turned out will prove 
very profitable and this business is apt to 
continue in a substantial volume for some 
years after the termination of the war. 
In the meantime the electrical industry 
will no doubt return to normal propor- 
tions. 


Il. 

“If your client, who has $30,000 to in- 
vest, may need his money at any time 
within one year for business purposes, 
we would advise him to distribute his 
money principally between short term 
and medium term issues, and the balance 
in a grade of bond which responds but 
little to day-to-day influences. We would 
also divide the investment among rail- 
road, public utility and municipal bonds. 
In accordance with this idea we make 
the following suggestions, the bases 
given being subject to change. 

Aver- 
Yield age 
about yield. 


Ma- 
urity, 


Short Term Issues— 
Security. 
$3,000 Baltimore & Ohio 
<% Secured Gold 
otes, Series “B”.. 
3,000 Southern Railway 
5% Collateral Gold 
Notes 
3,000 Minneapolis General 
Electric Co. 6% 
Gold Notes 1917 


1918 5% 


1917 6.10% 


5.55% 

55% 
Medium Term Issues— 
$3,000 Sou. Pacific Con- 

vertible 4% Bonds. 

3,000 City of Quebec 5’s. 
3,000 Central Leather 
Prior Lien 5’s.... 


6% 
5.50% 


5.10% 
5.53% 


Public Utility Issues— 

$3,000 Commonwealth Ed- 
ison Co. Ist 5’s.... 

3,000 Georgia Railway & 
Electric Co. Ist 
Consolidated 5’s.... 

3,000 Kings County Ele- 
vated Ist 4's 


4.95% 


487% 


5% 
——4.94% 

As will be seen the average on the 
above investments would be 5.34% ap- 
proximately, which, considering the 
grade of securities suggested, we think 
a very full return. 

As regards copper stocks, we hesitate 
to express any opinion, as the future of 
the metal for the next few years depends 
so much upon the duration of the pres- 
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ent war. If we had to make a selection 
we would incline to suggest: 

$1,500 Miami, which now pays $2 per 
i Par value $5. Present price about 
27. 

$1,500 Inspiration Copper. Produc- 
tion just begun. It is estimated that on 
10-cent copper the company can earn 10 
o cent. Par $20. Present price about 
2%. 

With copper at about 20 cents, copper 
companies should be able to increase 
their earnings heavily.” 


Ill. 


“In view of the fact that the invest- 
ment is of this nature, we would sug- 
gest that your subscriber confine himself 
to notes or short term bonds which 
would mature about the time when he 
expects to need the money, or else that 
he invest the money in convertible bonds. 

In view of the high rates for money 
now prevailing, we believe this to be a 
particularly opportune time in which to 
invest money for a “long pull.” After 
this period of high interest rates is 
passed there will probably not be an- 
other similar opportunity for years to 
come to secure so large a return from 
conservative investments as the present 
market affords. 

We do not advise our customers, how- 
ever, who are expecting to have to re- 
alize upon their investments within a re- 
latively short time to buy long time in- 
vestment bonds, because it is impossible 
to tell when the European conflict will 
end, and therefore when the unusual de- 
mand upon the capital of the world will 
cease and a normal condition be re- 
sumed. As long as present conditions 
continue, interest rates will tend to re- 
main high, and possibly to increase, and 
therefore the price of long time invest- 
ment bonds will tend to hold at the pres- 
ent low level, or perhaps even depreciate 
further. 

On the other hand, if, as now seems 
likely, general business conditions be- 
come increasingly active and profitable, 
we may look for improving dividends 
upon corporation stocks, which will way- 
rant higher prices for many stock issues. 
This is the reason why we would advise, 
for the purpose which your subscriber 








—— 
—————— 
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has in mind, that part of the funds be 
put into good convertible bonds. By so 
doing the investor avoids the risk in- 
volved in buying stocks. He remains a 
creditor of the company, and if the 
bonds are wisely chosen is reasonbly as- 
sured of receiving regular returns upon 
the investment. But if the expectation 
which so many observers now have, is 
realized that business is to become pro- 
fitably active and stock dividends in- 
crease, stock prices should measurably 
appreciate. In this case, the privilege of 
exchange held by an owner of converti- 
ble bonds would become valuable and 
the convertible bonds would share in the 
improvement in market value of the 
stocks into which they are convertible.” 

Our answer, with explanations and 
suggestions: 

Your inquiry opens a wide field of 
opportunity for selection. With such an 
amount of money considerable diversifi- 
cation can be made. In a time like the 
present you can exercise a wider latitude 
in selection than if the markets were at 
much higher levels. With as much as 
$30,000 to invest you can give consider- 
able emphasis to appreciation in price at 
a time like the present. There is no rea- 
son why you should not be conservative 
and still plan your investment in such a 
way as to give you a very Satisfactory 
return in point of income and at the 
same time put you in a position to take 
advantage of rising markets both in 
stocks and bonds. 

When the markets are at as low a gen- 
eral level as at the present time, it is 
quite possible to increase your principal 
substantially over a period of a year 
such as you state will be about the max- 
imum time your money will be left in 
securities. Over the next year it seems 
likely that both stocks and bonds will 
appreciate in price. It would be differ- 
ent if price levels were very high. You 
would then be under necessity of invest- 
ing in such securities that would be like- 
ly to show the least depreciation, which 
of course would be the very highest 
grade of bonds obtainable. As a matter 
of fact for a hold of one year only it 
would be unwise to put your money al- 
together into securities if the general 


ee 


level was abnormally high such as pre- 
vailed in August, 1909, when the aver- 
age income on a group of the very high- 
est grade railroad stocks would have re- 
turned you less than 5 per cent. 

The idea then you must keep in mind 
in the present instance is the degree of 
appreciation you may expect on various 
securities over the year, that is, to make 
the investment most scientific and effi- 
cient. The lower the general level of 
the markets the higher average amount 
of income you may accept. For instance, 
when the markets are at a low level of 
prices as at present or a little lower, you 
can accept an income of % to % per 
cent. higher than when prices are high 
and still not be holding securities with 
any greater degree of risk. In other 
words, risk of loss in principal is in pro- 
portion to the position of the markets in 
general. After a severe and long con- 
tinued decline in security prices it is al- 
most possible to buy any security with 
little risk since the logical movement of 
prices from that point is upward. This 
was illustrated last Fall when war con- 
ditions brought the level of securities 
very: low. 

As a basis of measurement, therefore, 
you may take in a general way five levels 
of return on the: highest grade railroad 
stocks. In a sense it may be termed as 
the barometer by which to measure the 
investment atmosphere. These five are: 
6, 534, 5%, 5% and 5 per cent. 

When the highest grade railroad 
stocks like Atchison, Pennsylvania and 
the like are selling close to a 6 per cent. 
basis it is quite certain the -level of se- 
curities is low. Selling on a 434 per 
cent. basis the level is very high. Ac- 
cording to the way the stock and bond 
markets move normally this would mean 
a time of great risk in depreciation of 
principal over the following year. We 
are now somewhere between 5% and 6 
per cent. as an average return on this 
class of security—which means that 
bonds of medium calibre and high grade 
stocks may be bought with great prob- 
abilities of safety over another year, and 
a sprinkling of the cheaper stocks may 
be made if desired. 

To this end we have divided securities 
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into nine classes, showing the income, 
yield and possible appreciation over the 
next year. From their nature and the 
amount of return you may know the re- 
lative character of the different groups. 
In a general way where the possibility 
of appreciation is small there also the 
likelihood of decline is relatively light. 
Working against this latter fac- 
tor, however, is the TREND which 


_ cent, 


at the moment favors higher levels. 

Since you have said you are not 
averse to good stocks you will find them 
in group C. From this outline and se- 
curities named you should be able to 
make a selection that will yield you bet- 
ter than 5% per cent. and give you an 
increase in principal of from 5 to 10 per 
over a year with the minimum 
amount of risk. 





High Grade R. R. Bonds.. 


High Grade R. R. Stocks.. + Atchison 


Preferred Industrial stocks | 
| Cent. Leather 


Cheap Railroad Stocks.... 


| Pressed Steel 


Industrial Bonds 





Name of Security 


Group A. 
* & Nashville 6s 
M. & St. Paul Conv. 5s. 
‘lori. East Coast sone 
_~s Pacific Term 4s 
Oregon Short Line 4s 
Group B. 


Kansas City So. 5s 


I 
Cccé@enr.Lé@ 
Medium Grade R. R. Bonds. ls Prior L. 4s 


Ches. & Ohio Conv 


Group C. 


{ New York Cent 
1C. M. St. Paul 


SERCE e+ Div. 


Group D. 


Un. States Steel 
Am. Car & Fdry 
Am. Beet Sugar 


Union-Pac. ... 


Group E. 
Erie common 
Erie preferred 
| Kansas City South. com.... 
| Seaboard Air Line pfd.... 


Group F. 
{ Am. Beet Sugar com 
Central Leather com...... 
Cheap Industrial Stocks.... ; Am. Locomotive com 
| ‘Am. Car & Fd 


Group G. 
So. Cal. Ed. 5s 
Am. Tel. & Tel. Col. 4s... 
Se CIES os cae ce ; Pac. Gas & Elec. 5s 
| Montana Power 5s 
| Puget Sound Trac. 6s.... 1919 


Group H. 
Am. Ag. Chemical 5s 
Jones & Laughlin 5s 
Swift & Co. 5s 
| Rep. Ir. & Steel 5s 


Points appreciation 
that may be rea- 
sonably expected 

in one year. 


Approx. 
Income 


Yield. 


Ninn 
wn 
SEaK 





A wire y 
rcom....) 


DUMniurin 
SAsS8a 


1924 
9. 


Kren cnen 
SRSS 
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HERE is a real distinction and a 
T vast difference between the ord- 
nance issues and the so termed 
“war stocks.” Ordnance companies in 
the manufacture of powder, guns, rifles, 
ammunition, explosives, machine guns 
and other war supplies are performing 
their legitimate function—following their 
regular line of business—in fact, any 
orders or contracts accepted by these 
companies are based upon actual results 
previously consummated. Therefore, 
guess work is practically eliminated. 

The largest ordnance companies in the 
country are Bethlehem Steel, E. I. Du 
Pont Powder, Hercules Powder, Win- 
chester Arms, Colts Patent Fire Arms, 
Savage Arms, E. W. Bliss and Aetna 
Explosives. 

The so-termed “war stocks” are 
securities of companies whose regular 
business consists of the manufacture of 
locomotives, electric appliances, railroad 
rolling stock, automobile parts, tin cans, 
etc., who are in receipt of over-flow 
orders or sub-let contracts, that, on ac- 
count of the tremendous demand, are 
impossible of fulfillment in the regular 
ordnance plants. No doubt these con- 
tracts will prove profitable because of the 
high prices now prevailing for all war 
munitions, but it must be stated that a 
perusal of any foreign government con- 
tract will convince even the layman, that 
all is not gold in the glittering “war 
order” reports. 

It is stated that many of these latter 
companies have accepted orders after the 
most meagre attempts at manufacture 


“ 


without proper estimate of cost. In fact, 
shrapnel contracts have been accepted on 
the basis of the cost of manufacture, 
after turning out only one hundred 
shells. No doubt these, too, will prove 
profitable, as it is or should be possible to 
make a larger number at a lower cost 
per unit, after machines are installed 
and workmen become familiar with the 
operation. However, this is ‘not a 
tangible asset on which to base a bull 
market. 

Therefore, the difference between ord- 
nance stocks and “war order” stocks is 
the difference between actualities and 
probabilities. Both should be successful 
to a certain degree, but the difference 
may result in a 50 per cent. profit to the 
first named class of securities and a 10 
per cent. profit to the latter. 

Another point of interest is the dif- 
ference in capitalization. The outstand- 
ing common stock of the ten largest 
ordnance companies amounts to $69,- 
713,183. (In most cases this is the only 
form of indebtedness outstanding.) The 
ten leading companies who have received 
war orders, and whose regular business 
is limited to a far different line of manu- 
factured products, have common stock 
outstanding to the amount of $243,913,- 
405. In other words, the war stocks 
must earn six times the amount made by 
the ordnance stocks in order to pay the 
same ratio of dividends. While profits 
to ordnance companies on the different 
class of goods manufactured and ac- 
cepted should prove from 10 per cent. 
to 50 per cent. greater; acceptances 























ORDNANCE STOCKS vs 


being equal, according to some estimates. 

The demand for shrapnel, powder, 
rifles, field-guns, mines, torpedoes, and 
automatic machine guns has in every 
case up to date been followed by a rise 
in the different class of securities af- 
fected. It is interesting to note that the 
greatest demand in the line of war pro- 
ducts, at the present time, is reported to 
be for rapid fire machine guns. 


AUTOMATIC MACHINE GUNS 


Automatic machine guns have been in 
use since the civil war, but it is only 
within the last few years that a practical 
gun light enough to meet the military 
demands of aeroplane warfare has been 
perfected. 

Automatic machine guns are patented 
and controlled in this country, outside 
of the Government, by the Colts, the 
Savage and the Winchester companies. 

The limited capacity of the present 
factories is being rapidly extended and 
it is understood that one company is now 
completing a thoroughly up-to-date plant 
with machinery and tools that will have 
capacity of 50 machine guns per day. 
Previous to the European war the largest 
single output was 50 per week. 

Last week the London Daily Mail 
urged the British Government to hasten 
the production of machine guns by plac- 
ing orders for unlimited quantities in 
England, Canada and the United States. 
It says, “The Germans are virtually sub- 
stituting men armed with machine guns 
for the old-fashioned infantry armed 
with rifles. Experience is proving that 
an army which attempts to fight ma- 
chine guns with rifles is committing the 
same mistake as a man who runs a foot 
race with a locomotive.” 

Summing up any decision as to the 
safety of war stocks as investments— 
after the close of hostilities—it should 
be remembered that the ordnance issues, 
with hardly an exception, have paid good 
dividends for a number of years previous 
to the war, and that following the actual 
demonstration of preparedness in the 
shape of guns, rapid firers, ammunition 
and machine guns particularly, by one of 
the fighting nations of Europe, will un- 
doubtedly result in all the first class na- 
tions of the world bringing up their 


- “WAR ORDER STOCKS” 


313 


armament to the highest pitch of ef- 
ficiency, and this country from a stand- 
point of self-defense or war-prevention 
is likely to keep all American ordnance 
plants working to capacity for many 
years to come. Again—ordnance stocks 
with one exception are unlisted and are 
largely traded in for cash, or purchased 
outright by investors, and therefore, not 
subject to violent speculative movements. 
There is little doubt that many of the 
“war stocks” which are bought on tips 
and carried “on margin” have already 
discounted increased earnings, and it 
may take several months for the compa- 
nies’ business to overtake the anticipated 
stock values. 

Should the war continue, many “war 
stocks” may be worth much more than 
their present selling prices, but if this 
condition prevails the ordnance issues 
may in some cases be actually worth over 
100 per cent. more than ruling quota- 
tions. The difference is obvious, but 
does not appeal to the speculative public. 

The principal dividend paying ord- 
nance stocks with a brief synopsis of re- 
ported war orders follow: 


AETNA EXPLOSIVES 


Incorporated in November, 1914, un- 
der the laws of the State of New York. 
Capital stock outstanding, $2,800,000: 
7 per cent. cumulative preferred and 
$4,800,000 common. The initial dividend 
of 2% per cent. on the preferred stock 
was paid in April, representing accrued 
dividend for four months from date of 
incorporation. 

War orders for high explosives, elec- 
tric exploders, smokeless powder, etc., 
are understood to aggregate a total 
volume of over $22,000,000 and it is 
estimated that net earnings on the com- 
mon stock resulting therefrom will show 
over 100 per cent. for 1915. 


E. W. BLISS 


The company was recently restrained 
from supplying foreign governments 
with torpedoes, but is reported to have 
orders on hand for shrapnel and mines 
that will keep its recently enlarged plants 
busy for the next two years. Bliss pays 
8 per cent. on its preferred stock and the 
common rate was recently increased to 
10 per cent. 
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Canadian Explosives 

This company is the largest manufac- 
turer of explosives in the Dominion of 
Canada, and has naturally been favored 
by the British Government, and it is 
stated that the company is also in receipt 
of large orders from the Russian Gov- 
ernment, but no definite volume can be 
obtained. Dividends are maintained at 
the rate of 1 per cent. quarterly, and the 
stock has advanced since the declaration 
of war from $88 per share. 


Dupont Powder 


This company recently increased the 
quarterly dividend from 2 per cent. and 
1 per cent. extra to 2 per cent. and 2 per 
cent. extra with a special extra dividend 
of 5 per cent. in Atlas preferred stock. 
Reports of war orders are a daily oc- 
currence, the largest of which is for 
$100,000,000 worth of powder from the 
French Government. The company has 
increased its capacity several fold since 
the declaration of war, and the stock has 
scored a new high price week after week 
since August, 1914, when it sold around 
$120 per share. 


Hercules 


Is understood to have on hand firm 
orders for over $20,000,000 worth of 
powder. The annual gross business for 
the last two years is approximately $7,- 
500,000. Therefore, it is natural to as- 
sume that this year the company will 
treble the net earnings of last year, which 
amounted to 15.7 per cent. on its $6,- 
500,000 stock. The company maintains 
a-quarterly dividend rate of 1% per cent. 
and has advanced in price from around 


~ .$120 per share since August, 1914. 


Winchester 


Pays the largest dividend of any 
known ordnance stock in the country. 
Last year it disbursed 60 per cent. to 
stockholders. The company’s plant is 
located at New Haven, Conn., and the 
Hartford Daily Courant is authority for 
the statement that “the company has 
enough orders on hand at the present 
time to keep it busy night and day for 
two years, and has begun .to build 
additions that will cost $1,336,400.” 
The company manufactures cartridges, 
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shrapnel, machine guns and rifles. Since 
July 17, 1914, thirty-eight buildings or 
additions have been added to the plant. 
The company is capitalized for $1,000,000 
and the stock has advanced from around | 
$1,190 per share since July 30, 1914. 


Savage Arms 


No doubt the greatest revenue to the 
company will be derived from the Lewis 
automatic machine gun. Savage Arms 
controls, through the ownership of pa- 
tents, the manufacture of this gun on 
the American continent. Savage 
is completing its new plant to manufac- 
ture 300 guns per week, which is under- 
stood to be four times greater than any 
other American output. The Savage 
company also manufactures the new 
“Springfield type” military rifle, the 
Savage Sporting rifle, automatic pistols 
and ammunition. The amount of war 
orders on hand cannot be verified, but 
newspaper reports state the company has 
a $10,000,000 contract, which, if correct, 
means a $5,000,000 profit or 500 per 
cent. on its total capital stock. The com- 
pany has paid dividends at the rate of 
6 per cent. since 1909. Capitalized for 
$1,000,000. No bonds nor preferred 
stock. 


Colt’s Patent Fire Arms Co. 


This company is the manufacturer of 
the well-known Colt’s automatic revolver 
and machine gun. Has been in business 
since 1855, and it is reported that war 
orders on hand will keep the plant busy 
for the next two years. This company 
also controls the manufacture of the 
Vickers machine gun in this’ country. 
Colt’s has a capital stock of $2,500,000 
authorized and outstanding; no bonds 
nor preferred stock; the last quarterly 
dividend was this month increased from 
the regular 1%4 per cent. and 1% per 
cent. extra to 1% per cent. and 2% per 
cent. extra. The factory is located at, 
Hartford, Conn., and employs 1,000 
hands. It is understood that the gross 
sales for the first three months of 1915 
are practically the same as for the total 
year of 1914, and in the increase in busi- 
ness is largely traceable to the fact that 
it has enfered the field to manufacture 
machine guns. 








‘United States Rubber 





Present Position 


and 


Future Prospects 


ARDLY any stock listed on the 
New York Stock Exchange is so 
puzzling to the average investor 

as United States Rubber common. The 
stock pays dividends of 6 per cent. per 
annum, and since this dividend rate was 
inaugurated it has never sold at a price 
yielding less than 8 per cent. on any 
money invested. At times it has sold to 
yield as much as 13 per cent. to the 
purchaser, and at its prevailing price of 
about 65 it returns considerably more 
than nine per cent. This high yield, in- 
stead of attracting most investors, makes 
them fear that the dividend will be re- 
duced, and for this reason they are re- 
luctant about buying the stock. Never- 
theless the dividend rate has been steadily 
maintained since April, 1913, and the 
company has been able to report a sub- 
stantial surplus over and above dividend 
requirements, in spite of the general de- 
pression in business existing in this 
country in the last two years. 


The United States Rubber Company 
was formed in 1892 as a consolidation of 
a number of plants engaged in the manu- 
facture of rubber boots, shoes, gloves, 
bicycle tires, fire and garden hose, 
vulcanized rubber articles, insulated wire, 
and practically all other rubber products. 
Since its formation it has always been 
the largest individual factor in the rub- 
ber business in this country, although it 
is in no sense a monopoly, as probably 
less than 25 per cent. of the miscellaneous 
rubber goods made in the United States 
is manufactured by it and its subsidiary 
companies. 

The company has outstanding at the 
present time about $60,000,000 first pre- 
ferred stock, $500,000 second preferred 
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stock, and $36,000,000 common stock. 
The second preferred was formerly out- 
standing to the extent of about $10,- 
000,000, but has practically all been re- 
tired in the last few years by exchange 
for first preferred. The total outstand- 
ing capitalization in 1909 was about 
$70,000,000, which has since been in- 
creased to about $96,000,000. To offset 
this increase in capitalization the com- 
pany shows an increase in the valuation 
of its plants and other properties amount- 
ing to more than twice the par value of 
the new stock authorized. Furthermore 
the company shows a gain in surplus 
amounting to nearly $15,000,000, the sur- 
plus in 1909 having been about 
$5,000,000, as against about $20,000,000 
at the end of the last fiscal year. 

It is interesting to note that the present 
surplus is equal to $54 per share on the 
common stock, or about $11 a share less 
than the present price of the stock. If 
we assume that the common stock at the 
time of the formation of the company was 
all water, the book value today should 
be not less than $54 per share. At the 
time of the company’s formation the com- 
mon stock certainly represented little in 
the form of actual property, but the fact 
that the average price during the first few 
years of its existence was about 25, in- 
dicates that the good will which the com- 
mon represented had a substantial value. 

During recent years the company has 
maintained a fairly conservative policy in 
its financing as well as in its manufac- 
turing operations. It has been steadily 
reducing its bonded debt and at the same 
time has increased its assets to a 
thoroughly satisfactory extent. A large 
amount has been put back into the proper- 








316 


THE MAGAZINE OF WALL STREET 





ties each year so that much of the water 
originally contained has been squeezed 
out. 

In the last ten years the United States 
Rubber Company and its subsidiaries 
have sold bonds aggregating about 
$57,000,000. About $34,000,000 of this 
amount was for the purpose of raising 
new capital, while the remaining $23,- 
000,000 was for refunding purposes. Of 
the bonds sold there are outstanding 
today only slightly more than $30,- 
000,000. From this it can be seen that 
the company has been able to retire, each 
year, out of earnings, about $3,000,000 of 
its outstanding indebtedness. 

A Large Floating Debt 

The company has, however, a larger 
floating debt today than it had ten years 
ago. The floating debt now amounts to 
about $18,000,000. The growth of this 
item has been due to the rapid increase 
in the company’s business in this period. 
Both the accounts receivable and the 
merchandise on hand show proportionate 
increases, so that it is obvious that the 
increase in the floating debt has been 
thoroughly legitimate. It must be said, 
however, that this seems to be rather too 
large an amount of notes for a company 
of this character to have outstanding, as 
it might be difficult for the company to 
obtain renewals were we to experience a 
prolonged period of tight money. It 
would probably be well for the company 
to convert a part of this item to one 
bearing an annual fixed charge. 

The total present outstanding funded 
debt of the company is about one half as 
large as the amount of preferred stock 
now outstanding, so that it should not be 
difficult for the company to sell an issue 
of long term bonds or short term notes to 
refund a large part of this floating debt. 
As a matter of fact, there have just been 
sold $9,000,000 of General Rubber Co. 5 
per cent. notes, taking up a like amount 
due on July 1 of this year. These notes 
were taken very rapidly by the investment 
public, both because of the high grade 
of security offered and the attractive rate 
of interest received by the investor. 

The earnings of the United States 
Rubber Company for the year ended 
December 31, 1914, were reinarkable for 
the reason that net profits show an in- 


crease as compared with the two preced- 
ing years, in spite of the fact that gross 
sales fell off about five per cent. each 
year. The volume of business done, was 
about the same as in the two previous 
years, the smaller receipts being the re- 
sult of lower selling prices, which were 
due to the lower cost of crude rubber. 
The fact that the company was able to 
convert a loss in gross to a gain in net is 
a proof of a gain in operating efficiency 
which augurs well for stockholders when 
the business grows as it seems certain to 
do in the next few years. As a matter of 
fact reports from reliable sources indicate 
that practically every department of the 
company is now working to full capacity, 
whereas a year ago this was not the case, 
as at that time a number of departments 
were not working at over 75 per cent. of 
capacity. 
Crude Rubber Prospects 

The most important individual factor 
bearing on the profits of any rubber com- 
pany, outside of the question of the 
volume of business done, is the cost of 
the crude rubber. In 1909, when the wild 
speculation in rubber securities was going 
on in London, crude rubber sold as high 
as $3 per pound as against a normal price 
at that time of 80 or 90 cents. The neces- 
sity of being to some extent independent 
of the fluctuations in the price of crude 
rubber was at that time made obvious to 
the United States Rubber Co., and since 
then the operations of the General Rub- 
ber Co. (a subsidiary corporation formed 
for the purpose of buying crude rubber 
for the company) have been greatly en- 
larged. 

The General Rubber Co. now owns 
about 90,000 acres of land in Sumatra, of 
which more than 42,000 acres are planted. 
These properties constitute the largest 
rubber estates in the world, and will ul- 
timately supply the United States Rubber 
Co. with a large part of the crude rub- 
ber it requires. It must be remembered 
that the company has, up-to-date, re- 
ceived practically no return on the large 
amount of money thus invested in rubber 
plantations. As a matter of fact the first 
shipments of rubber from the Sumatra 
plantations were received last year. Up 
to the present time these properties have 
been a constant source of cost to the 
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company, as more land has been acquired, 
cleared, and planted each year. By the 
end of the next five years the General 
Rubber Co. will probably have about 
35,000 acres, the rubber trees on which 
will be sufficiently mature for tapping. 

It is hard to estimate the gain that will 
accrue to the United States Rubber Co. 
as a result of the measures taken to grow 
its own rubber. Figuring on a conserva- 
tive basis, however, it would seem as if 
the rubber obtained from the Sumatra 
properties should be worth not less than 
$3,500,000 per year, at the end of five 
years from now. The cost of obtaining 
the rubber should be no greater than that 
which has been spent annually for the 
past five years in clearing the jungle 
lands, planting and maintaining the 
properties, etc. The net gain to the 
United States Rubber Co. should there- 
fore be not less than $3,500,000 per year, 
or practically 10 per cent. on the com- 
mon stock at the end of the five-year 
period, or 2 per cent. per annum. 

According to recent advices the posi- 
tion of the United States Rubber Co., 
as far as its supply of crude rubber for 
the coming year is concerned, is highly 
satisfactory. The company is reported to 
have obtained about all its requirements 
for the next six months at an average 
price of about 52 cents per pound. As 
crude rubber is now selling about 60 
cents per pound, the advantage which the 
United States Rubber Co. has over many 
of its competitors is obvious. Added 
profits obtained as a result of these 
judicious purchases should insure the 
dividend for the balance of this year, even 
if the company’s business were to show 
a serious falling off during the last six 
months of this year. Such a falling off 
is highly unlikely, especially in view of 
the fact that the industrial outlook in this 
country is better today than it has been 
for a least 18 months. Furthermore, the 
automobile business is in an especially 
satisfactory condition, so that profits from 
the sale of the company’s “United States 
Tires” should be larger than in any pre- 
ceding year in the company’s history. 

Effect of War 

The effect of the war on the company’s 
business was to increase the foreign de- 
mand for rubber boots and shoes, tires, 
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rubber sheeting, etc. Owing to the in- 
dustrial depression in this country result- 
ing from the war, the sales of mechanical 
rubber goods and miscellaneous articles 
fell off considerably. However, the de- 
mand for tires held up in a satisfactory 
manner. As previously stated, operat- 
ing economies more than offset the com- 
paratively small loss in gross sales, so 
that the net result for the year was the 
best in the company’s history. 

The outlook for the remainder of 1915 
is certainly better than was the outlook 
for the last half of 1914 at this time last 
year, so that there seems to be no reason 
to fear any cut in the company’s present 
dividend rate unless there is a great 
change for the worse in general business 
conditions. 

One reason which has been advanced 
for doubt as to the permanence of the 
dividend on Rubber is due to the fact 
that the last four years have been espe- 
cially prosperous ones for this industry 
which, it is claimed, is on the crest of a 
boom. Many rubber companies which 
formerly paid no dividends, or which 
made only small disbursements to their 
stockholders, have been able to increase 
their dividends materially during this 
period. It has been maintained by some 
persons that this prosperity, due largely 
to the increase in the automobile traffic, 
would not be permanent. - 

It hardly seems reasonable to believe 
that the total volume of automobile traffic 
and tire consumption can do anything 
but increase. The war is causing a steady 
rise in the value of horses, while the cost 
of automobiles and of running them is 
steadily decreasing, and at the same time 
the life of the automobiles made today 
is much longer than that of the cars built 
a few years ago. There seems to be no 
question that for the majority of com- 
mercial purposes the automobile will sup- 
plant the horse more and more each day. 
The increase-in value of horses caused 
by the enormous exports from this coun- 
try to Europe will have a marked effect 
in accelerating this process of substitu- 
tion of motor-driven for horse-drawn 
vehicles. 

A better reason for the investor’s doubt 
as to the rubber dividend is that some 
years ago a number of the directors (who 
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now have not so large an influence in the 
affairs of the company as in the past) 
made use of rubber as a speculative foot- 
ball. Dividend rumors would be put out 
around the street and the stock would 
have a sharp advance, but when the 
dividend meetings were over and the re- 
ports were made public it could be seen 
that the rumors had little foundation in 
fact, so the stock would decline to its 
former level. While this was not prac- 
ticed in the case of rubber to the same 
extent as has been the case in one or 
two other stocks, nevertheless there 
was enough of it done to establish a 
prejudice against the company’s securi- 
ties. 

This prejudice is slowly passing away 
as the conservative element in Wall 
Street is learning that there are real 
values behind Rubber common, as a care- 
ful study of the last few years’ balance 
sheets and income statements will prove. 

United States Rubber first preferred 
is a fairly substantial investment issue. 
It is entitled to dividends at the rate of 
8 per cent. but is non-cumulative. Divi- 
dends have been paid on this issue at the 
8 per cent. rate since 1894 with the excep- 
tion of the years 1902-3-4. In 1904 5% 
per cent rate was declared. Now that 
the common stock is established as a 
dividend-paying issue, the status of the 
preferred should be better than at any 
time in its history and at its present price, 
in the neighborhood of 107, the stock 
seems to be a little out of line with most 
industrial preferred stocks of the same 
general grade. 

The preferred stock is fairly well dis- 
tributed, there being a large number of 
small stockholders. As previously stated, 
however, the common stock has been one 
that the investment public has been chary 
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in buying, and there are comparatively 
few small stockholders, considering the 
size of the corporation. The largest in- 
dividual interest is held by the Brady 
family, the late Anthony N. Brady having 
owned a large amount of the common 
stock. It is interesting to note that al- 
though the preferred stock was entitled 
to dividends at the rate of 8 per cent. per 
annum, and could usually be purchased 
to yield nearly 8 per cent. Mr. Brady 
made his investment in the common stock 
at a time when its dividend prospects 
were considered comparatively poor by 
most persons in Wall Street. As long as 
the income yield the Brady family re- 
ceive from their holdings of Rubber 
common is between nine and ten per cent., 
it does not seem likely that they will 
make any endeavor to dispose of the 
stock which they now hold. 


After summing up present conditions 
and considering the record of the com- 
pany’s accomplishments, U. S. Rubber 
common certainly appears to have 
marked speculative possibilities. The 
mere fact that after some years of weary 
waiting they are beginning to receive a 
return upon the investment in the rubber 
plantations in Sumatra, and that this re- 
turn will increase materially each year 
for the next five years should be suff- 
cient to warrant higher prices for the 
stock. 


The company was able to earn about 
8% on the common stock last year, and 
present indications are that not less than 
10% will be earned this year. These 
earnings will figure 15% on the price at 
which Rubber is selling at present. At 
the present dividend rate, the outright 
purchaser will receive 944% on any 
money invested in the stock. 
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Investment Inquiries 
NOTE.—Answers as published in this magazine are selected and condensed from the 


very large number of inquiries received from our readers. 


All such letters are answered 


by mail in advance of publication, hence stamped and self-addressed envelopes should 
accompany them. Subscribers’ inquiries are given the preference in order of answering. 





M. K. & T. Bonds. 


I hold several M. K. & T. first mortgage 
and refunding 4% 2004 bonds, and also sev- 
eral M. K. & T. of Texas 5% 1942 first 
mortgage bonds. I observe that the affairs 
ot this railroad appear to be getting in a 
somewhat complicated condition and it is 
fossible that a receivership may result. 

I would be glad to have the benefit of 
your opinion as to whether or not you 
think a receivership is going to occur, and 
also whether you think it would be advis- 
able to sell out the above bonds now or 
to hold them and carry them through a 
receivership should such ensue.—Y. P. 

We are of the opinion that receivership 
will not occur in M. K. & T. We do not 
think any is necessary. The notes due May 
1 have been extended for another year. In 
the meantime it is expected the company 
will improve its position so that any danger 
of a receivership will be obliterated. It is 
expected that during the year some method 
of arranging for future financial needs will 
be worked out. 

Certainly the company can earn its interest 
charges which is a big factor working for the 
age and against the extreme of a receiver- 
ship. 


Rock Island 
J. G—The Rock Island stocks that are now 
worthless are the stocks of the old Rock 
Island Holding Company, which held the 
stock of the Chicago Rock Island & Pacific 


Ry. It is the stock on the railway that is 
selling around 20. When the Rock Island 
Holding Company came to grief, and the col- 
lateral bonds failed to pay interest, this rail- 
way stock, which was pledged for the bonds, 
came out into the market. 


Rumely 

P. S—Rumely is being brought through its 
trying position by the receivers as best they 
can, and the business is being run on a con- 
servative basis. A plan of reorganization may 
be presented when the company shows some 
solid basis on which to build such a plan. In 
the meantime the receivers are operating as 
economically as possible. With such a large 
amount of stock out you must not expect 
much for your common shares. 


United Shoe Machinery 

J. D—We would not advise you to buy 
United Shoe Machinery just now. With the 
government suit pending the outlook is un- 
certain. It is quite possible that the govern- 
ment might carry it to the Supreme Court, al- 
though the present administration is not push- 
ing these corporation suits as energetically as 


previous administrations. If it goes to the 
Supreme Court finally, no one can tell how 
many months it would be there. 


Erie Preferred Stocks 

J. A—tThe Erie preferred stocks (lst pfd 
40'\%4, 2nd pfd. 34) are two of the best specula- 
tive possibilities on the list. The fundamental 
position of Erie is sound, and when the 
market starts on a long upward trend all of 
the Erie issues are quite certain to be prom- 
inent in the trading. 


Missouri Pacific 

W. F.—Missouri Pacific (12%) is a stock 
the future of which is very uncertain. The 
bankers back of the company have avoided 
bankruptcy by extending most of the notes 
that should have been paid off on June 1, but 
they will have to work out some plan for 
keeping the company out of trouble in the 
future. 

The railroad is a good property, but it has 
not been well handled. There must be some 
readjustment of the company’s securities. 
This readjustment is being talked about con- 
stantly by those in control. The chances are 
that when a plan for readjustment is brought 
out, the common stockholders will be asked 
to pay an assessment on their stock. 


Emerson Phonograph 

What is the capitalization of the Emer- 
son Phonograph Co.? Are there any 
bonds? It seems to me that the question 
as to whether earnings are large or small 
depends upon the amount of capital stock 
to which they are applied. Have any orders 
been actually booked?—J. A. M. 

The Company is capitalized at $1,000,000, 
all one class of stock. There are no bonds, 
no preferred stock, or other obligations. 
The official circular of April 17th last esti- 
mated earnings of nearly $3.50 per share 
for the first year. The estimates on the $3 

honographs are being borne out by the 
fact that up to June 22d the Company ad- 
vises us that 30,000 machines have been 
sold, against preliminary estimates of 100,- 
000 for the year, yet the Company has been 
in business only two months. The capital- 
ization was purposely kept down in order 
that earnings per share would be large, and 
so that those who become stockholders in 
the early stages of the business will par- 
ticipate to the fullest extent. We are ad- 
vised that the yates ned productive ca- 
pacity on the $3 machine has been sold for 
the balance of 1915 and that an additional 
output of machines is being arranged for. 
We regard the Company as having a very 
promising future. 
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Allis Chalmers —WAR ORDERS to the 
amount of $8,000,000 to $10,000,000 under- 
stood to have been received. Sales now be- 
ing billed running close to $1,000,000 a 
month. Improvement in copper business is 
creating demand for mining machinery. 


_ Amer. Ag. Chemical—COLLECTIONS 
in South getting better. If it were not for 
temporary unfortunate conditions in the 
South company could have gotten itself out 
of floating debt. 


Amer. Brake Shoe—NEGOTIATING a 
large order for war material it is reported. 
Said to include “several millions.” Business 
lately has been good and earnings averag- 
ing about up to last year. 


Amer. Can.—BUSINESS first four mos. 
of current year substantially larger than 
last year. Co. still negotiating for large for- 
eign war orders. Expects to show about 
8% on common stock this year. 


Amer. Coal Products.—BUSINESS IN- 
CREASED through large traffic in chem- 
icals involved in war orders. Larger divi- 
dends predicted. Reported a capital re- 
organization will be undertaken before long. 


American Hide & Leather—EARNINGS 
for the current quarter ending June 30 likely 
to be materially less than reports recently 
circulated. Higher prices for leather ex- 
pected to make a better showing for the 
company later. 


American Sugar. — NEW MANAGE- 
MENT at the helm in the person of new 
president who was formerly vice-president. 
Co. earning its dividend twice over. Ex- 
pected to earn between 12% and 14% this 
year as against drawing on surplus for divi- 
dends last year. 


American Writing Pap. Co.—REORGAN- 
IZATION practically decided on by the 
directors. onds mature in 1919, but it is 
thought better to get the company in proper 
shape now. Co. has no floating debt. Re- 
organization will be friendly. Expected the 
yar | capitalization will be materially re- 

uced. 


Atchison.—NEW FINANCING expected 
before a great while in the form of addi- 
tional bonds. Co. has asked authority of 
Kansas Utility Comm. to issue $10,808,000 
4% bonds. o. not in need of immediate 
funds, but wants to have them ready. Ex- 
pected to earn 9% for stock this year. 


Baldwin Locomotive—PROFITS of froin 
$5 to $8 per share expected to accrue from 
the order for rifles from Russian Govern- 
ment. Co. also has order for 250 locomo- 
tives amounting to $6,000,000. 

Balti. & Ohio—DIVIDEND of 5% ex- 
pected to be earned in current year. Net 
earnings for several months have been 
showing improvement. 


Bethlehem Steel—CONTROL of com- 
pany sought by Germans said to be impos- 
sible. Understood President Schwab would 
not think of selling controlling interest. 


Canadian Pacific—DIVIDEND not likely 
to be reduced. The 7% dividend from rail 
operations will be earned with a margin of 
over $1,000,000. 


Chesapeake & Ohio—DIVIDEND on 
stock passed. Earnings for the year to end 
June 30 indicate about 4% on stock. Gross 
earnings largest in road’s history, but 
changed character of traffic has cut net 
profits. 


Chic. Pneumatic Tool—OPERATING at 
about 75% to 80% of capacity. Prices aver- 
aging about the same as a year ago. Man- 
agement negotiating for a large contract 
for munitions. 


Chicago & Northwestern —EARNINGS 
expected to show full 7% earned during the 
year with less than %% over which com- 
pares with a trifle less than 1% remaining 
last year. Traffic all over line is picking up. 
Co. saved considerably in transportation 
costs over past year. 


Chic., Mil, & St. Paul—DIVIDEND not 
expected to be fully earned this year, but 
throughout the year Co.-has been doing well 
in maintenance. Autumn business expected 
to be very materially increased when crops 
begin moving. Net for 10 months was $1,- 
755,360 lower than last year. 


Cin. Ham. & Dayton—REORGANIZA- 
TION plans will not be attempted for some 
time. Conditions are practically unchanged 
over the past year. 


Continental Can—DIVIDEND BASIS 
expected to be made 5% this summer if 
present crop prospects are fulfilled in the 
next 2 mos. Sales so far this year have 
shown an improvement of 12% over cor- 
responding period of last year, which, if 
continued, may show $1,500,000. net, which 
after preferred dividend would leave 14% 
on common. 


Corn Products Co.—EXPORT BUSI- 
NESS doing well. Co. grinding about 80,- 
000 bushels of corn daily.. Earnings indi- 
cate Co. will close year with a substantial 
surplus. 


Cramp Shipbuilding —-CONTROL of this 
company by Bethlehem Steel not true. Co. 
likely to do a lot of business for Beth. Steel, 
but not be leased to it. 


Denver & Rio Grande—GROSS revenues 
for the year to end June 30 will be about 
$1,467,000, or 6.3% lower, as compared With 
the fiscal yr. 1914. By reduction of operating 
expenses net will show 7.2% ahead of last 
year. 
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_ Distillers Sec.—SALE OF majority hold- 
ings of common stock of Industrial Alcohol 
netted the Co. $3,000,000, which was to be 
used for getting the company out of floating 
debt. Co. doing a big business in alcohol 
for powder manufacture. 


Dominion Steel Corp—DECREASE IN 
surplus for. dividends for the year ended 
March 31 were $1,000,000 less than the year 
previous. 


Du Pont Powder—MELON expected to 
be cut in the Fall. Not sure whether it will 
be stock or cash. Said to be possibly from 
50% to 100%. 


Electric Boat—DIVIDENDS TO BE 
resumed, the full rate of 8% to be put on 
the preferred with a payment on the com- 
mon possibly 4%. While it has large orders 
it is believed the reports have been ex- 
aggerated. 


Emerson Phonograph.—SALE OF 27,600 
of the Co.’s $3 phonographs has been con- 
summated, which carries with it a large or- 
der of the 10c. discs, the amount of which 
has not yet definitely been decided. Sales 
of an additional 75,000 machines are ex- 
pected to same parties in the coming year. 
Co. also announces it has closed contract 
for the manufacture of 200,000 of the $3 
machines. John N. Van der Werff, one of 
the engineers of the Carnegie Steel Co., has 
become consulting engineer of the Co. 
Henry C. Lomb, formerly of the Bausch & 
Lomb Optical Co., Rochester, N. Y., and a 
director, has been elected secretary, vice 
Miles R. Bracewell. 


Erie R. R—NET FOR ten months de- 
clined $1,206,000, but maintenance was kept 
up to a high standard during the year. 
Management keeping the road up with eye 
to future traffic rather than showing of sur- 
plus for dividends. 


General Electric—WAR ORDERS to the 
amount of $75,000,000 said to have been 
taken at a large profit. Expected that this 

rofit will come to the stockholders in the 
orm of special stock or cash dividend. 


$9,000,000 Moet DOO DOD copes a fp oe 
,000, to ,000, expected to show 
this year as compared with $7,947,000 in 
1914. If expectations are realized showing 
will be nearly 50% earned on common. Not 
expected anything on the “melon” question 
will be done before October. 


General Rubber.—SOLD $9,000,000 short- 
term debentures for general purposes. 


Goodrich Co., B. F.—50% INCREASE in 
output for the first 5 months over similar 
period in 1914. While directors will not 
discuss dividends on the common, rumor 
has it that dividends will begin this year. 


rn Exploration. — DISSOLU- 
TION rumors idle talk. Officials say there 
is nothing in it. Important distribution ex- 


pected to be made to stockholders but just 
what it will be and what will follow is not 
intimated. 


International Harvester—EARNINGS of 
the Int. Har. Corporation affected adversely 
because of falling off of its foreign business, 
but those of the company held up well. The 
Co. does the domestic business. 


International Merc. Marine—EARN- 
INGS for the past 6 months said to have 
been very good. 


International Steam Pump.—MAY BUSI- 
NESS exceeded $1,000,000 gross, which was 
$100,000 better than expected. Current 
month showing the same level of business. 
Indirect benefits only have been received as 
a result of the war. 


Kansas City Southern—NET EARN- 
INGS decreased about $304,000 in ten 
months ended April 30. 


Kelly-Springfield Co—OPERATING on 
a 24-hour schedule. Sales in 1914 were ap- 
proximately $5,000,000. Business this year 
is running at the rate of $8,000,000. Co. 
probably earning 30% on its stock com- 
pared with 22% a year ago. 


Lackawanna Steel—WAR ORDERS in 
steel and acids expected to make this year 
the best in the Co.’s history. 


Loose-Wiles Biscuit Co.—GROSS gained 
for the quarter ended March 31 12%. Net 
profits did not gain in the same proportion 
owing to the higher cost of material. Net 
profits are more than sufficient to pay the 
full 7% on the Ist preferred stock. 


Missouri, Kan. & Tex.—IMPROVE- 
MENT in earnings marked. In ten months 
net increased over same period last year 
$1,488,966. Co. may show a balance after 
charges this year of approximately $2,- 
500,000. 


Missouri Pacific—FINANCIAL PLAN 
for getting the company in better position 
is being worked out. Some weeks will 
elapse before it is completed. 


New York, New H. & H.—NET EARN- 
INGS for 10 mos. ended April 30 increased 
about $230,000 over same period last year. 


Norfolk & Western—EARNINGS ex- 
pected to show 8%% on the stock. Un- 
usually liberal maintenance has been the 
order for the past year. Decline in net earn- 
ings over 10 mos. ended April 30 about 
$293,000. Business picking up. 

Pacific Mail Steamship.—LIQUIDA- 
TION of the property expected through 
sale of its steamships. The Seamen’s act 
and the prohibition of the Canal are 
charged with forcing the company to sus- 
pend as an American company. 


Republic Iron & Steel—RESUMPTION 
of dividends on the preferred stock expected 

















within the next six months. Expected it 


will go back to a 7% basis. 


Rock Island—GROSS EARNINGS for 
the year to end June 30 expected to be the 
largest in history of the company, but addi- 
tional charges created during year will make 
the net increase small, possibly $600,000. 


St. Louis-San Fran—NET INCOME in- 
creased about $1,000,000 for the ten months 
ended April 30, although gross declined 
about $2,000,000. Efficient management by 
the receivers is making a better showing 
for the property. Better conditions in the 
property are believed to foreshadow an 
early and successful reorganization. 


Savage Arms.—NET PROFITS for the 
year on a reported war order of $10,000,000 
expected to be more than $500,000, which, 
with profits on domestic business, is ex- 
pected to make showing of 70% earned on 
the stock. 6% has been paid since 1909. 


Southern Pacific.—GOVERNMENT vic- 
tory in regard to return of lands in Cali- 
fornia does not involve any of Southern 
Pacific Co.’s valuable oil lands. Even 
though the land in question is of little value 
the € P. Co. will take the case to the Su- 
preme Court. 


Studebaker.—SALES INCREASED 15% 
during the past five months over the same 
period of last year. Company is doing a 
big business in all its products. 


Tennessee Copper—LARGE EARN- 
INGS being made on sale of its sulphuric 
acid. A large contract with Du Pont Pow- 
der Co. has been closed, which it is expected 
to be very profitable for the company. 


United Cigar Stores—AMALGAMA- 
TION of this Co. with Riker-Hegeman 
Drug Co. believed to be imminent. Plan has 
been waiting on the attitude of government 
authorities. 
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United Shoe—EXTRA DIVIDEND of 
10% in cash and 10% in stock declared. 
Although the Co. won in the lower court, 
genet has appealed it to the Supreme 

ench. 


U. S. Cast. I. Pipe & F. Co—ANNUAL 
report for year ended May 31 will show a 
profit compared with a deficit of $60,000 for 
the previous year. 


United States Ind. Alcohol.—SYNDI- 
CATE arppeces to be in connection with 
Standard Oil interests took over the ma- 
jority holdings from the Distiliers Securities 
Corp. at about $40 per share. 


U. S. Rubber —BUSINESS IN automo- 
bile tires very large, being 30% ahead of 
last year, same time. Other general busi- 
ness in good condition. 


United States Steel—OPERATING IN 
excess of 80% capacity, due largely to for- 
eign business, although domestic business is 
picking up steadily. Unfinished orders 
mounting. 


Virginia-Carolinga Chem. — RESUMP- 
TION of dividends expected on the pre- 
ferred stock within a short time. 


Westinghouse Electric. — DIVIDEND 
was not increased from 4% to 6%, as was 
expected. Believed the company will get 
much larger amount of war orders in addi- 
pes to the $60,000,000 now understood that 
it has. 


Willys-Overland—ORDERS were 20,000 
cars ahead of shipments on June 8. Gained 
54% in May sales. Sales so far this year 
have gained 25% over a year ago. 


Woolworth, F. W.—SALES FOR MAY 
increased $436,484 over ey A ig previous 
4 for five months ended May 30, $1,269,- 


A BULL may make money. 
A BEAR may make money. 


But a HOG, never. 


Place your orders at the market 
Don’t try to get the last eighth. 


SPECIAL NOTICE 
Owing to our inability to secure certain information of value in time for publication in 
this issue, Part II of “The New New Haven,” by John J. Leary, Jr., will appear in our next issue, 


dated July 10. 
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Why Spelter Has Advanced 





Sensational Profits in Zine 


The Outlook for Butte & Superior and American Zinc Lead, and Smelting 





By C. S. BURTON 


INCE one of the spectacular markets 
of the United States, following 
the outbreak of the European 

War, has been that in spelter, it will not 
be amiss to define as briefly and simply 
as may be, what spelter is, and where and 
how it is produced. Spelter is the trade 
name for commercial zinc. The word is 
derived or adopted from the word 
“spiauter,” which is the name for zinc in 
India. It was in the far East that the art 
of winning metallic zinc from its ores 
was first developed. Its principal uses 
are in making brass, of which it makes 
one part to two of copper, and in gal- 
vanizing iron products. Its purity de- 
pends mostly upon its freedom from lead. 

The peculiar situation existing in the 
spelter market hinges on a combination 
of circumstances. Up to the time when 
hostilities began in Europe, the dominat- 
ing factor in the zinc markets of the 


world was the German cartel or syndi- 
cate of metal merchants, organized 
frankly for the purpose of controlling the 
zinc market. Under the guidance of this 
syndicate, the Australian zinc producers 
were given a very large place and the 
ores from the Broken Hill were smelted 
and refined under long-time contracts 
with the German and Belgian smelters. 
These smelting plants were located in 
what has since been the scene of the fierc- 
est fighting on the western battle line and 
are now, it is unnecessary to say, very 
much out of business. 

There is a grave question as to what is 
eventually to be done with the existing 
contracts between the Belgian and Ger- 
man smelters and the Australian pro- 
ducers, but in the meantime the demand 
for spelter has grown almost out of hand. 
Our production has been increased from 
364,000 tons in 1914, of which we con- 
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sumed 314,000 tons, to an output at the 
rate of 600,000 tons per annum, all of 
which is being consumed and frantic bids 
made for all “spot” metal available. This 
increase as noted is a little more than 
equivalent to the average production of 
the Australian mines. 
Production of Zinc 

Ordinarily it is estimated that a pound 
of zinc costs 5.4 cents to produce. The 
matter of figuring profits, however, on 
the production of specific mines is more 
difficult than one would imagine. Zinc 
ores as a first step are sent to the con- 
centrator, where a product is obtained 
that will run from 40% to 60% zinc, 
with some ledd; in the case of Butte & 
Superior the ore has also small percent- 
ages of gold, silver and copper. The 
values recovered from all other metals 
are, as a matter of convenient practice, 
simply credited as so much by way of re- 
duction of the cost of producing zinc. 

The smelting of zinc ores is a process 
depending primarily upon the matter of 
fuel supply. The actual work itself is a 
matter of distillation in retorts, and for 
this reason the percentage of metal in the 
concentrate becomes a very important 
element and makes necessary a constant- 
ly sliding scale of smelting charges, 
which goes down as the concentrate goes 
up, but this is not the only sliding scale 
to be reckoned with in getting at smelter 
charges. As the spelter market goes up, 
the profit so increasing has to be divided 
with the smelter in the form of an in- 
creased charge for each advance in price. 

The average price of spelter in 1914 
up to August was around 534 cents, drop- 
ping to below 5 cents just at the time 
when war was declared. Since that time 
the price line has climbed almost straight 
up the chart, to a recent high mark of 

. per pound. ; 

The two concerns which have had re- 
cently the larger share of the spotlight 
in the spelter market have been the Butte 
& Superior and the American Lead, Zinc 
& Smelting Company, both of which con- 
cerns have found themselves carried high 
on a flood tide of unexpected prosperity. 
It is easy to see that on the one hand, the 
public does not appreciate the tremendous 
profits which these concerns are making 
and, on the other hand, the exaggerated 


and hysterical condition of the demand 
for metal makes analysis opportune. 
Butte & Superior 

Perhaps nothing could better illustrate 
the changed conditions than reference to 
a volume of Stevens Copper Handbook 
of 1908, in which the late author of this 
work says, of the Butte & Superior, “The 
property is outside of the proven copper 
zone of Butte, but if the popular theory 
is correct, and zinc ore is succeeded by 
copper at depth, the Butte & Superior has 
excellent prospects of making a good 
mine.” Certainly the prospect has be- 
come a realization, but not just in the 
way Mr. Stevens anticipated. 

As may be understood the mine was 
originally opened as a copper property. 
It had a very considerable period of diffi- 
culty in its earlier days, but about three 
years ago the mine was taken up by Mr. 
D. C. Jackling and his associates and 
since that time has been pushed forward 
until it is now very much the largest 
single zinc producer in the United States. 

The lands owned by the company 
aggregate 165 acres, and the plant is 
one of the most complete of its kind. 
Concentration is accomplished by flota- 
tion and the concentrates are shipped 
part to the American Metal Company 
and in part to the American Zinc, Lead 
& Smelting Company’s smelters in 
Kansas. 

The output of the Butte & Superior 
for the first quarter of 1915 was 
70,634,000 pounds of zinc concentrates, 
containing 52.92 per cent. of zinc, this 

uals 37,382,742 pounds of zinc, of 
which, however, 15 per cent. is lost in 
smelting, leaving a net production of 
31,875,331 pounds. Figuring a selling 
price of eight cents, the management 
estimated this production maintained for 
the year would show $17 per share avail- 
able for dividends. 

As a matter of fact there has not been 
any time since the middle of that quarter 
when spelter could not be sold for much 
better than eight cents per pound. The 
recent sensational advances carried the 
price to a high of 29 cents, though, it is 
not likely that any business was done at 
this figure. Such bids are usually for 
“spot” metal, that is, metal immediately 
deliverable, and must not be taken as rep- 
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ESTIMATED EARNINGS OF BUTTE & SUPERIOR 


resenting a demand for any considerable 
quantity. 

The Butte & Superior management 
state that the output of the mine has been 
sold well ahead, at least in part at prices 
better than eight cents. In a market, 
where the sellers were begged to name 
their own prices, it can be but a matter 
of conjecture, as to the figures at which 
sales have been made. It would seem 
safe to take a figure of ten cents, though 
one would say that even better prices 
ought to have been easy to secure. 

The chart which we have prepared 
shows an increasing scale of profits that 
opens one’s eyes. There are, however, 
some allowances to be made against the 
figures as they work out. If the produc- 
tion of the first three months of the year 
were maintained without increase net 
production would be, after deduct- 
ing smelter loss, 127,500,000 instead of 
140,000,000 pounds, forthcoming figures 
will in all probability show an increase 


of production, under the stimulus of the 
high prices prevailing, so that the 
estimated production may not be too 
large. It may develop, however, that be- 
ing good miners, the management will 
handle ore of a somewhat lower grade 
than would be the case with metal at nor- 
mal prices. There is lots of ore in the 
Butte & Superior that can be handled 
now at a fancy profit, ore that would 
not be run through the mill with spelter 
at six cents a pound. This will reduce 
the grade in the concentrate and returns 
per ton will not be so high, just how far 
this will throw estimated profits off from 
our calculation is hard to tell. 

We mentioned still another sliding 
scale factor, the contract with the 
American Metal Company, provides for 
a charge of $14 per ton on 5-cent spelter ; 
ten per cent. of this smelting charge is 
added for each advance of one cent in 
price. As this works out it would mean 
that the smelting company receives about 
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one third of the profit above mining and 
milling costs on spelter at five cents, 
leaving twenty-eight dollars per ton or 
.014-cent per pound profit for the mining 
company. With spelter at fifteen cents, 
the smelting charge on the rising scale in 
force is doubled and is twenty-eight 
dollars per ton; while on twenty-cent 
spelter—the nominal current price—the 
smelting toll would be $35 per ton. It 
would be a very difficult matter to cal- 
culate costs on such a market as almost 
everything in the mine would pay to run 
through the mill, so long as it could be 
concentrated into a product that would 
not be too highly penalized at the 
smelter. 

While the present spelter market is 
bidding for metal at twenty cents, it 
would be unwise to figure any large part 
of the output of Butte & Superior sold 
at anything like such prices. On ten- 
cent spelter, the company can earn, 
theoretically $28.30 per share, taking cost 
at four and a half cents per pound. On 
this basis earnings would be $7,700,000 
on the 272,018 shares of stock outstand- 
ing equivalent to better than 40 per cent. 
on the present market price of $70 for the 
stock. 

Owing to the uncertain and somewhat 
complicated factors that we have outlined 
as entering into computation of costs, it 
would be only good judgment to cut some 
several points from the percentage figures 
arrived at by our chart. Say $24 earned 
on ten-cent spelter, it is still so big that 
nothing save the uncertain character of 
the demand could justify the stock re- 
maining at its present levels. 

American Zinc 

American Zinc, Lead & Smelting hails 
primarily from Boston, where it has been 
occasionally traded in on the Boston 
Stock Exchange for a long time; up to 
a few months ago, the company was con- 
siderably in debt and was not making 
enough in the way of profits to create any 
amount of enthusiasm among its share- 
holders. All at once the outlook changed. 

One of the properties owned by the 
Smelting Co., is the Mascot mine in Ten- 
nessee, from whose ores it is possible to 
make a spelter almost wholly free from 


lead. For such spelter a premium is paid 
because in making brass shells, which 
must not swell and stick in rifles or 
machine guns, the presence of lead is a 
grave defect. This production is eagerly 
sought by the brass mills; the smelters 
of the company, located at Hillsboro, 
Illinois, and at Caney and Dearing, Kan- 
sas, were all at once started up and 
pushed as rapidly as possible to full 
capacity. The Smelting Company 
handles about one-half of the Butte & 
Superior output. 

In addition to the mining property in 
Tennessee, the American Zinc, Lead & 
Smelting Company is one of the prin- 
cipal operators in the Joplin field and 
owns about 65 per cent. of the stock of 
the Wisconsin Zinc Company. Profits 
for the company must have continually 
outrun the earlier estimates. The float- 
ing debt of $1,130,000 is to be entirely 
cleaned up out of the earnings of the 
current year, such bonds as are not con- 
verted are to be called for payment, when 
the company will still have less than 
200,000 shares of stock outstanding, par 
$25, no debts of any kind save current 
bills, and out of the $3,000,000 or more 
which will be earned will have surplus 
available for some large extra dividends. 


Conditions commercially, owing to the 
position of the foreign smelters has here- 
tofore been somewhat against the Ameri- 
can producer of the metal. Many of the 
properties over the country, unable to 
make their output at any such figures as 
Butte & Superior, for instance, have 
been obliged to close down intermittently, 
working only when the price would let 
them do so at a profit. , 

Apparently this may be changed some- 
what permanently now. Even after the 
war, there will be rearrangements to 
make that should still give us a chance 
to hold the advantage which, in a way, 
has been thrust upon us. On a propor- 
tionately stable basis, zinc should be just 
as attractive to the public as copper, its 
uses are quite as imperative and the min- 
ing profit, while just now abnormal, 
ought to be about the same as in the red 
metal. 
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Inspiration Convertibles—Best Coppers 


H. Bridgeton, N. J—We believe Inspiration 
Copper Convertibles are a good investment. 

As to the copper stock that holds the largest 
possibilities, we could only venture a guess. 
We-are not sure in our own minds that any- 
one holds predominating large possibilities 
ever another. The whole list of coppers seem 
destined for better prices when the market 
starts on its upward move. If you want to 
buy coppers, you would do well to distribute 
the money over several issues rather than con- 
centrate in one. In our inquiry department 
pages of the past few issues you will find 
various combinations of copper securities 
given that will meet your purpose. 

A convertible bond, if it has no mortgage 
lien on the property, comes after the last 
mortgage bond ahead of it, generally speak- 
ing. But since the capitalization of nearly 
every company is slightly different from any 
other, the place that these bonds take varies. 
They are generally an unsecured obligation. 
They therefore come after all mortgage obli- 
gations. 


South Utah Mines and Smelters 


T., Cincinnati, O—South Utah Mines & 
Smelters closed down last September, and 
is still closed down. Nothing has been done 
except a little exploration work. Evidently 
the property has no great amount of ore or 
under the stimulus of present prices work 
would be pushed forward as fast as possible. 


Silver Leaf Canada Copper 


L. G., New York City—There is recent 
news of a strike on the Silver Leaf property, 
which may prove of very considerable im- 
portance to Crown Reserve. It is a part of 
the plan of the Crown Reserve management 
to acquire new properties, and at present 
prices the shares ought to be considered fair 
purchases for that class of stocks. 

Canada Copper has a long history. It was 
organized to aid the British Columbia, which 
was built on the old Montreal & Boston. The 
Canada Copper Corporation was organized in 
the early part of 1914. Its success depends 
upon that of the British Columbia and the 
New Dominion, all three concerns being un- 
der the same control. A few months of the 
present copper metal market ought to answer 
all questions for the future of these proper- 
ties. If they cannot now get on a paying 
basis, the chances are decidedly against them 
for the future. There are other investments 
in Copper which we would greatly prefer. 


Anaconda vs. Tennessee 

G. Q., New York City.—Tennessee Cop- 
per management is in much better hands than 
formerly, and with the improved outlook for 
sulphuric acid the company has a much 
brighter future. 

Anaconda, however, has the prospect of very 
large profits, and all things considered we 
would be inclined to prefer an investment in 
the latter rather than in Tennessee. 


Mexican Petroleum 


D. Rochester, N. Y.—Mexican Petroleum 
common (70) is a highly speculative issue. 
There is so much manipulation in this issue 
that it takes the nimblest trader to keep 
up with the stock. It is absolutely no stock in 
which you can take a position and have a 
reasonable hope that you are right. 

The uncertainties about the company’s busi- 
ness makes us advise you to leave it alone. 
There seems to be no logical connection be- 
tween the stories that are put out about the 
company and the action of the stocks. 


Alaska Gold Mines 


L. S., Mich—Mine is now rapidly round- 
ing into shape so that the mill can be sup- 
plied with any tonnage required. Milling 
costs for April will be at least 12c. lower 
than in March and for the month of May 
is expected to show a further decrease. Con- 
struction and equipment of much of the plant 
is being aggressively pushed. 


Utah-Apex 

A. K., Mass.—Present output is at the 
rate of 31,000,000 pounds per annum, but 
within the next 60 days a substantial in- 
crease will be made, when certain improve- 
ments have been installed which will secure 
a larger extraction. With a continuation 
of present conditions initial dividend ex- 
pected to be declared before the close of 
summer. 


California Petroleum 

I would like to have you advise me what 
your opinion of California Petroleum Com- 
mon is, as a speculation. What are the 
chances for a common dividend in the fu- 
ture, and what is holding this stock back, 
as I notice it is not advancing along with 
other stocks?—R. H. F. 

Chances for a dividend on the common 
of California Petroleum are very slim. The 
stock is a great speculation, therefore. The 
stock lags because of these facts. It has 
no dividend talk in it, and consequently the 
market has little or no basis on which to 
bull it upward. 


SPECULATION—To purchase with the expectation 
of a contingent advance in value and a consequent 


sale at a profit. 


Noah Webster. 
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Copper Range Consolidated 


OPPER Range Consolidated is a 
holding company, usually known as 

a Paine Webber organization. 
There never has been a more striking 
example of what the stimulus of high 
prices can do than what has happened 
in this particular string of mines. Cop- 
per Range has always been credited with 
an ability to produce about thirty million 
pounds of copper annually from the 
Baltic, the Trimountain, the Atlanta and 
its half interest in the Champion. Dur- 
ing the prolonged labor troubles which 
beset the mines of the Upper Peninsula 
of Michigan during 1913, production 
dropped to about twenty-five million 
pounds and no sooner had the strike 
passed into history than the outbreak of 
the European war left the copper pro- 
ducers again temporarily up in the air. 
The long period of enforced prepara- 
tion bore a most surprising reward, and 
the Copper Range came to the front 
under the improved conditions with the 
Champion mine as the most profitable 
property in the Lake country, excelling 
in low cost even the wonderful per- 
formances of the Ahmeek. For some 
years it has become the custom to look 
for the low-cost mines among those of 
huge tonnages in the West and South- 
west. The Champion is making copper 
for six cents a pound and its outturn 
is at the rate of thirty-six million pounds 
per annum, earning more than $4,000,000 
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per year. The Champion is owned one- 
half by the Copper Range and one-half 
by the St. Mary’s Mineral Land Com- 
pany, so that from this source alone the 
Copper Range is taking some $2,000,000 
in net profits. 

It is estimated that the Copper Range 
is now turning out for its own account 
44,000,000 pounds of copper, against a 
ten-year previous average of a little 
more than 29,000,000 pounds. It is 
problematical what distribution controll- 
ing interests may see fit to make in any 
of the copper companies of the large 
profits which have rolled up and are 
rolling up under the stress of present 
demand for copper; with 393,739 shares 
of stock outstanding. Copper Range is 
earning on the present metal market 
something more than ten dollars per 
share and is selling around $50. There 
must be either a distribution of profits 
or an accumulation of surplus, which in 
either event would seem sure to carry 
the shares to considerably above present 
levels. 

Copper Range is traded in on the Bos- 
ton Stock Exchange. 





Shattuck-Arizona 


HE possibilities of the deep level 
mines of the Bisbee District are al- 
ways alluring. The old Copper 

Queen was never credited with more 
than about 60 per cent. of the dividends 
she had actually earned up to the time 
the present Phelps-Dodge company was 
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organized, and the facts given out when 
the shares were listed on the New York 
Stock Exchange. 

The Shattuck-Arizona has a par- 
ticularly enviable record. Some years 
ago when production was just well under 
way, the Shattuck made a million pounds 
of copper, that had no copper costs what- 
ever chargeable against it. The precious 
metal values made the copper a by- 
product and the revenue derived from 
its sale clear profit. It is entirely safe to 
figure a seven and a half cent copper 
cost on the Shattuck production, though 
it would be harder to determine averages 
over any short length of time. The ores 
of the Bisbee district are bunchy and not 
all of an average grade as in the case of 
the low-grade milling coppers, so often 
classed as porphyries. 

Its equipment is capable of handling 
twelve hundred tons of ore per day. Dur- 
ing the first half of 1914 output was run- 
ning about 1,350,000 pounds of copper 
per month. Under present stimulus of 
high prices this has undoubtedly been 
much increased, so much so, it is fair 
to presume that an estimated capacity 
of 15,000,000 pounds per annum is more 
than conservative. 

The company has a capitalization of 
350,000 shares, par $10, present market 
price is $26. A present earning of $4.50 
per share as indicated by the chart would 
be equivalent to a little more than 17 
per cent. on the present market price of 
the shares. The shares are listed on the 
Boston Stock Exchange. 

Any kind of a comparison with the 
low grade milling coppers, judging from 
the point of income return would make 
Shattuck appear attractive in price. 
Dividends at the rate of 50 cents per 
share quarterly are being paid and in- 
creased disbursements are very naturally 
expected. 





Chino 


F one will go back as far as 1909, 
looking for the origin of the present 
day star among the “steam shovel” 

properties he may be somewhat surprised 
to find that it apparently had no ex- 
istence at that by no means remote date. 
Chino was made out of the Santa Rita. 





The property is one of the quickest 
steam shovel properties ever brought to 
the productive point, because in some 
parts of the property there was little or 
no overburden to remove. The mill 
capacity of the Chino is about 5,300 tons 
per day and the ore averages better than 
2 per cent. In 1914, with a curtailment 
of 50 per cent. enforced during the latter 
part of the year, Chino produced 
54,000,000 pounds of copper, at a net cost 
of 7.35 cents per pound. 

When production was first started on 
the property, the ore reserves were 
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estimated at 90,000,000 tons and during 
the life of the property, up to the close 
of last year, development work had so 
far kept pace with extraction as to offset 
any diminution in reserves. Present out- 
put is probably well above the 60,000,000- 
pound mark and will be further increased 
later by the installation of a flotation 
plant. Flotation in an oil solution has 
come to be recognized by all copper pro- 
ducers as a great step in metallurgy in 
advance of the ordinary wet concentra- 
tion, as making a greater saving of metal 
content, which is of particular importance 
to low-grade large tonnage mines. 

In 1913 and 1914 Chino’s earnings 
were equivalent to $3.75 per share. As 
copper costs do not increase when the 
price advances, but larger tonnages bring 
down the per ton overhead, Chino earn- 
ings must rise almost perpendicularly 
with the present metal market. 
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Ahmeek.—Production now running at the 
rate of about 25,000,000 pounds. per annum. 
Cost of production is not expected to be 
much over 7c. on which profits would be at 
the rate of $4,000,000 per annum or $20 per 
share on the increased capitalization which 
was raised from $1,250,000 to $5,000,000 at 
the annual meeting of the stockholders held 
during the week of June 12. 


Alaska Gold.—All charges both fixed and 
overhead are being borne by the section 
that is now working and the interests iden- 
tified with the company say that every ton 
of ore mined so far has shown a profit. 
Costs are proving to be below original 
estimates. 


Alaska Juneau.—Operations in building 
ie gat will soon be begun. It will be an 
8, ton mill. Ultimately the plant is ex- 
pected to have a capacity of 20,000 tons 
daily. Estimated that the company has 
80,000,000 to 100,000,000 tons of ore on which 
a profit of from 70c. to $1 will be realized. 


Amalgamated.—Dissolution of the com- 
pany voted by the stockholders. Just how 
soon the process will be completed is not 
certain, but it is expected the plan will be 
pat into operation immediately. More than 
6% of the outstanding stock voted for the 
20% stock is held 


proposition. of the 


abroad. 

American Zinc.—Seventy per cent. of the 
company’s output is sold for the latter half 
of the year at very favorable prices. Tre- 
mendous demands still existing for spelter 
and contracts far into the future being 
made. 


Anaconda.—Earnings running at the rate 
of $26,500,000 = annum and production at 
the rate of 000,000 pounds per year. 
Expected the dividend will be raised so 
that the stock is on a $2 or $3 basis per 
annum. Understood that the shares of 
Anaconda will become more popular in fu- 
ture. When company reaches 300,000,000 
pounds a ted the earnings will be at the 
rate of $6.50 per share. 


Bingham Mines.—Earning its bond inter- 
est now twelve times over. Last year net 
- earnings were equivalent to 6 times interest 
charges. 


Braden.—Special meeting of. stockholders 
for June 28, to extend maturity date of the 
$988,000 collateral trust bonds for one year 
from Nov. 1, 1915. In May Braden pro- 
duced 2,364,000 pounds of copnes. Total 
for five months past 12,696,000. Notwith- 
standing the high price of copper and 
profits now accruing, it is believed that divi- 
dends are out of the question until out- 
standing loans have Been funtled into some 
permanent form. 


Butte & Superior.—Record-breaking ope- 
tations going on, May being the largest 


month in the history of the company. 
Thought possible that cupper will be found 
in considerable quantities in the mines 
somewhat lower down. 


Calumet & Arizona.—Record production 
in May of 5,727,000 pounds. Net earnings 
were about $600,000. Cost of reduction 
pér-pound was the lowest in the history of 
the Company. 


Calumet & Hecla.—Production, with sub- 
sidiaries, running at the rate of 150,000,000 
pounds per year against 101,000,000 in 1914. 


Chile Copper.—First results of treatment 
of ore have proven up to the company’s 
expectations of a @ recovery. By the 
end of the year it is expected the company 
will be treating 10,000 tons of ore a day, 
which means a production of 10,000,000 
pounds per month. The cost, it is figured, 
will be around 6c. a pound. On 20c. copper 
the earnings would be at the rate of $17,- 
000,000 annually. 


Chino.—Production will soon be running 
at the rate of 70,000,000 pounds annually, 
with cost between 7c. and 8c. per pound. 
On the basis of present copper prices com- 
pany would earn $9 to $10 a share. Com- 
pany could disburse much of extra earnings 
in dividends. 


Consolidated Copper Mines Co.—Plans 
under consideration for raising $1,000,000 to 
carry on development work. Ore reserves 
have been materially increased during past 
year. Tonnage placed at 25,401,309 tons of 
1.131% ore. Shipments of ore under con- 
tract with Nevada Consolidated have been 
resumed. Believed development work dur- 
ing next year should warrant erection of 
5,000-ton mill. 


Eagle & Blue Bell.—Production in April, 
900,000 pounds of lead and net earnings 
$16,000. Hoped to maintain this rate of 
output for remainder of year. 


East Butte Copper Mining Co.—Second 
blast furnace of the smelter started on June 
17, bring operations of the smelter up to 
capacity. It is now handling about 800 tons 
of ore daily. East Butte smelter producing 
at the rate of 1,800,000 pounds of copper per 
month. 


Granby.— Net earnings have reached 
$300,000 per month. Production will be in- 
creased. Dividends have been resumed by 
the declaration of $1.50 per share. When 
running full company can turn out 3,750,000 
pounds of copper, which with improvements 
to be inaugurated, cost about 7c. per pound. 


Kennecott Copper Co.—Shares traded in 
on the Curb Market, New York, for the 
first time; week of June 13, around a price 
$25. Expected the combined properties wi 
produce around 60,000,000 pounds of copper 
per annum. 
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Miami.—Production during May approxi- 
mately 3,600,000, which was the largest 
yield turned out in any single month. Cost 
of production was close to 8%c. By August 
it 1s expected the output will be about 
4,000,000 pounds. 


Old Dominion.—Production running at 
the rate of over 33,000,000 pounds per 
annum and company earning approximately 
$12 per share. 


St. Joseph Lead.—Production this year 
expected to be about 85,000 tons or practic- 
allv full capacity. Business heavy and 
profits large on account of increased price 
of lead. Good earnings will enable the 
company to reduce its outstanding notes 
which are due in 1917. 


Stewart Mining.—Dividend of 10% de- 
clared payable June 29 to stock of record 
June 19. 


Tonopah—Merger of this company, 
Tonopah Victor and Tonopah Extension, rati- 
fied by stockholders. The Extension company 
will exchange one share of its stock for seven 


shares of Merger stock and one share for 
eight and one-half shares of Victor stock, 
and will assume all obligations of both com- 
panies. 


Tuolumne.—Operations may be resumed 
if president can get from the stockholders a 
loan of $35,000 to begin work and to take 
care of the company until earnings’come in 
from the product. President offers to fur- 
nish $5,000 of it himself. Company is now 
$10,000 in debt. 


Utah Apex.—Production now running 
about 40,000,000 pounds of lead per annum, 
will be increased within a few weeks by ad- 
ditional facilities and better process work. 
Costs the company 2%c. per pound to mine 
its lead, so that at the basis of 7c. selling 
price, it would be making $2.50 per share. 


Utah Copper.—More than 40 years of 
productive life ahead of this company. 
Gradually ‘settling down to a manufacturing 
basis. In two or three years the work will 
be so settled that it will be possible to esti- 
mate output and costs very closely. 


COMBINED AVERAGES @ FIFTY RAILROAD * INDUSTRIAL STOCKS 


i814 








‘TRADERS’ DEPARTMENT 


How He Made a Profit 


and 


Why He Lost It 


A Comparison of Two Methods | 


FOR some time I followed the plan of buying half a dozen or more of the standard stocks on 


declines, using big margins, and selling out when I thought I had a satisfactory profit. 


I made 


considerable money in this way, but I got interested in Missouri Pacific as a long-pull invest- 
ment and lost most of what I had made. I am thinking now of going back to my original plan. 


—Extract from Letter from an Old Subscriber. 


T IS really surprising how many 
letters similar to the above reach 
this office. This man made money 

by what is ordinarily called speculation 
and he turned around and lost it in what 
is generally called investment. What is 
the reason? A great deal of printer’s 
ink is used up every year in warning the 
public not to speculate, but to invest. 
Can it be that all that ink is wasted? 

The answer is that there are several 
kinds of speculation and several kinds of 
investment. “Old Subscriber” was trad- 
ing on margin, but he was trading in a 
safe and businesslike way. His letter 
sounds simple enough—but just stop and 
see what he was doing: 

First, he was distributing his risk. He 
didn’t buy one stock only, no matter how 
good it seemed, but bought half a dozen 
or more at the same time. One might 
disappoint him and show a loss, but the 
loss might be made up by others that 
had done even better than he had ex- 
pected. If he bought six stocks at an 
average price of 80 and one of them, 
for which he paid 50, went into the hands 
of receivers and proved worthless, the 
entire loss would nevertheless be made 
up by an advance of 10 points on each of 
the other five stocks. 

Second, he bought only the standard 
stocks. The stocks he mentioned were 
Great Northern, Northern Pacific, In- 
ternational Harvester and others of the 
same class. In other words he selected 
investment stocks, although he proposed 
to buy them on margin. He bought only 
stocks on which the earnings were large 
and which had a satisfactory market, so 


that he could sell them easily when he 
wanted to. It is easy enough to select 
stocks of that class—stocks of companies 
which are strong-enough to weather any 
depression that is in the least likely to 
strike us. It’s easy enough, but there are 
a whole lot of traders that omit to do it. 

Third, he bought “on declines.” He 
did not buy because somebody told him 
stocks were going up, nor because “they 
looked strong,” nor because he got a 
tip, nor because some important piece of 
news came out which he thought would 
have a bullish effect, nor because he had 
just got some money and wanted to “do 
something in the market,” nor for any 
one of forty other reasons, all of which 
are, unfortunately, very common. He 
bought because the prices of standard 
stocks had declined and seemed to him 
to be low compared with conditions. 

Fourth, he used “big margins.” He 
did not say how big, but if we said big 
margins we should mean forty or fifty 
points on active stocks selling above par. 
Probably he kept enough money in 
reserve behind his stocks so that he 
could carry them through any kind of 
temporary panic which he thought pos- 
sible under the circumstances. 

Fifth, he sold out when he had “a 
satisfactory profit.” He did not try to 
get the top eighth. He did not wait until 
he could see that the market was heavy 
—which would probably be after most 
if not all of his profit had vanished. 
Moreover, he did not take this “satis- 
factory profit” and then get excited and 
buy his stocks back again ten points 
higher than where he sold, because 








“nothing could stop this bull market.” 

He says a good deal in that first 
sentence, you see, when you stop to 
analyze it. His plan was chiefly re- 
markable for what he didn’t do. He 
did a few plain, common sense things— 
and then stopped, until next time. Looks 
easy, but the public seems to find it hard. 

In just the same way, the morals bristle 
all over the second sentence of the above 
extract. He “got interested!” He 
studied on Missouri Pacific until he lost 
his natural judgment—which was evi- 
dently pretty good. He made up his 
mind that it was a wonderful property— 
which in many respects it certainly is. 
The chances are that he bolstered up his 
opinion with all sorts of statistics— 
forgetful of the old adage that “Figures 
won't lie but liars will figure”; also that 
“There are three kinds of lies—lies, ac- 
cursed lies, and statistics.” (Yes, we 
know that isn’t just what it says, but we 
have a lot of ladies on our subscription 
list nowadays.) Finally he convinced 
himself that Mop was the most wonder- 
ful long-pull investment on the list— 
and he is still pulling on it. 

He bought solid investment stocks on 
margin, and the stock of a company in 
danger of receivership as a “long-pull 
investment.” The one is called specula- 
tion because it is on margin, the other 
is commonly described as investment. 
But some kinds of speculation are safer 
than some kinds of investment. 

About the first thing you have to do 
in order to achieve success in the stock 
market is to abandon most of the ideas 
held by the general public in regard to 
the subject. The public looks up to the 
“investor” with reverence, but holds up 
its hands in horror at the “margin gam- 
bler.” The thing isn’t quite so simple 
as that. 

“I buy stocks outright for cash. 
There is nothing in margin speculation.” 
That is the remark you often hear from 
the “conservative” business man, and the 
press generally takes the same position. 
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Well, it depends. If “Old Subscriber” 
had bought Mop on five points margin 
instead of paying for it in full, he would 
have saved money. There is without 
doubt a good deal more money lost in 
“investment” than there is in margin 
speculation, taking the country as a 
whole. When you buy a stock outright 
you can lose its full value if your “in- 
vestment” goes wrong, while if you had 
bought it on margin all you could have 
lost would have been the margin, and if 
you went a step further and put in a stop 
order you could have limited your loss 
to a comparatively small amount. 

You may have a few certificates of 
stocks you bought for “investment,” 
which you now propose using for wall 
paper. (Oh, all right—we know it’s 
none of our business—you needn't get 
sore just because we mentioned it—we've 
got some, too.) The point we want to 
make is that you can’t legitimately call 
a stock an investment just because you 
have paid for it in full. What you have 
done with your money has nothing to do 
with the standing of the company that 
issued the stock. 

There are just as many ways of mak- 
ing money in the stock market as there 
are of losing it, and one of those ways 
is to pick out some stock that is selling 
for much less than it is worth and hang 
on to it, regardless of the trend of the 
market as a whole, until it goes up and 
yields a good profit. But our observa- 
tion is that this is a great deal harder for 
the average outsider than the plan of 
buying a number of standard stocks at 
a time when the whole market seems to 
be relatively low and holding them until 
a good all around advance has been re- 
alized. 

Either method can be followed in a 
safe, conservative manner, or in a hap- 
hazard, dangerous way. That is where 
the character of the man behind the 
method comes in. “Old Subscriber” is 
thinking of going back to his original 
plan and we are inclined to believe that 
he is wise in doing so. 


Sudden fortunes indeed are sometimes made by what 
is called the trade of speculation.—A. Smith. 
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Legal Relation 


Broker and Customer 


Margin Calls— Recovery of Damages—Faulty Executions 





By WILLIAM B. DEVOE, of the New York Bar 





PART II 


T' has been my experience that nine- 
tenths of all the lawsuits in which 
stock-traders and their brokers be- 
come involved have their origin in an 
idea on the trader’s part that his broker 
has not dealt fairly with his account. Of 
course, when one has sustained a loss, 
whether in the stock market or else- 
where, it is one of the primary instincts 
of human nature to try to place the 
blame for that loss upon someone else. 
However, before breathing forth threat- 
enings and slaughter (in a legal sense) 
against your broker when the latter has, 
as you think, wickedly and maliciously 
“sold you out,” it is most advisable to 
form a clear conception of just what 
rights the law gives that gentleman in 
relation to your account. By so doing 
you may save yourself much time and 
many lawyer’s fees. 
Margin Calls 
I mentioned before the various obli- 
gations imposed on the broker who pur- 
chases securities for a customer on 
margin. Among them is the duty to 
carry the securities for the customer so 
long as the agreed margin is kept good, 
or until notice is given by either party 
that the transaction must be closed. 
Some real or fancied breach of this duty 
is the most fruitful source of litigation 
between traders and their brokers. 
Upon giving reasonable notice of his 
intention, a broker may close out his 
customer’s account at any time even 
though it shows a profit. Of course as 
a matter of fact not one broker ina 
thousand would chodse to do so under 
such circumstances. In practically every 
case where the customer is “sold out” 
without his consent, it is done (as many 
of us know to our sorrow) because mar- 


gins have become impaired or exhausted. 
But even when these conditions exist, the 
securities may not, as a general rule, be 
sold without notice to the customer. 
This is. for the reason that legally the 
securities are the property of the cus- 
tomer, who has pledged them with his 
broker in return for the portion of their 
purchase price advanced by the latter, 
and one of the strictest rules of law 
requires a holder of pledged property to 
give notice to the pledgor (the owner) 
before selling it to satisfy loans made 
on the security of the pledge. 

But to how much notice is the cus- 
tomer entitled? “Why,” the courts re- 
ply blandly and with great unanimity: 
“To reasonable notice, of course.” Rea- 
sonable! That. hoary and _ venerable 
friend of the judiciary! How they do love 
the word—its meaning is so delightfully 
elastic. We read of “reasonable re- 
straint of trade,” “reasonable care,” 
“reasonable notice” and many others. 
And when the exasperated customer 
cries: “What is reasonable notice?” hear 
the reply. “Whether the time given to 
the customer in which to replenish the 
margin is reasonable depends on the cir- 
cumstances of each particular case. Such 
time may be an hour, a day, or a week, 
according to the location of the parties, 
the condition of the margin, the condi- 
tion of the market, the nature of the 
stock, the ability of the customer to re- 
spond, etc.” (Campbell on Stock Brok- 
ers, p. 40). 

It may, however, be. enlightening to 
consider what the courts have, in actual 
cases, regarded as sufficient notice to 
justify the broker in closing out his 
customer’s account. Thus, in Stewart 
vs. Drake, a notice given on Thursday 
afternoon that the stock would be sold 
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at a specified hour on the following Sat- 
urday unless more margin was supplied, 
was held to be reasonable. In Lazare 
vs. Allen demands for additional margin 
were made on September 18, 19 and 20. 
The margin demanded was not supplied, 
and on September 22, at 10:30 a. m., the 
broker notified his customer that he must 
have more margin at once. Failing to 
receive it he closed out the customer’s 
account at noon. The court held that 
these successive notices were sufficient, 
although the last notice of an hour and 
a half would not alone have been enough. 
Finally, in Small vs. Housman, the court 
said: “Certainly, a reasonable time was 
allowed, because at least two days 
elapsed after the first demand, not-com- 
plied with, before a sale was made.” 

The next question of importance is, 
how must the notice be given? The gen- 
eral rule is that it should be served upon 
or given to the customer in person. To 
this rule there are, however, certain ex- 
ceptions. Thus, if the transaction has 
been handled for the customer by an 
agent, the notice may be given to the 
agent; or if the customer has gone away 
from the city without leaving his out- 
of-town address, the notice may be sent 
to his business address in the city. If 
the customer is in town, and the broker 
is unable to get in personal touch with 
him after making a fair and honest ef- 
fort to do so, he may send the notice 
to the customer’s business address. The 
law will then presume that the customer 
received it. In order to overthrow this 
presumption, the customer must prove 
that he did not in fact receive the notice, 
and that his failure to receive it was not 
due to any want of care on his part. 
This last requirement is of particular 
significance in those instances (not. un- 
known) where the customer deliberately 
conceals his whereabouts from his broker 
in order to escape the latter’s demands 
for more margin. 

It must be remembered that the gen- 
eral rule requiring the broker to give 
notice before closing out his customer’s 
account will not apply where the cus- 
tomer has, by special agreement with his 
broker, relinquished his right to demand 
such notice; and where he has had a 
long course of dealings with the same 


broker he may, under certain circum- 

stances, be deemed to have waived this 

right, even in the absence of such a 

special agreement. This point was dis- 

cussed in detail in the preceding article. 
Damages 

But let us assume that, measured by 
the rules laid down in the cases cited 
above, the broker has illegally and un- 
warrantably sold out his customer’s ac- 
count. The question which then vitally 
interests the latter is: “Am I entitled to 
any damages, and if so, how much?” 

In the’ first place the customer is un- 
doubtedly entitled to some damages, for 
the broker, in unlawfully disposing of 
his customer’s property, has been guilty 
of what the law calls conversion. As to 
the amount of these damages, the rule is 
that the customer may collect from his 
broker the net proceeds of the wrongful 
sale, and in addition the difference be- 
tween the sale price and the highest 
market price in excess thereof reached 
within a reasonable time after the cus- 
tomer learns of the sale. The reason- 
ing upon which this rule is based is as 
follows: When the broker sold the stock 
the customer was wrongfully deprived 
of it, and in order to restore conditions 
as they existed before the unauthorized 
sale he would be compelled to buy back 
the stock in the open market. If in 
order to do so it should be necessary to 
pay a higher price for the stock than 
was realized on the sale, it is only fair 
that the broker should make good the 
difference. -But the customer cannot 
wait indefinitely before seeking redress 
on this theory—he must do so within a 
“reasonable” time (hail to our old 
friend!) after he learns of the broker’s 
wrongful act. In order to be entitled to 
these damages it is not necessary for the 
customer actually to repurchase the 
stock in the open market. The highest 
market price reached by the stock within 
a reasonable time after he hears of the 
unauthorized sale is simply the measure 
by which his damages are computed. 

What is a reasonable time in such a 
case? Well, it is such time as will give 
the customer “a reasonable opportunity 
to consult counsel, to employ other brok- 
ers, to watch the market for the purpose 
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of determining at what quotation it is 
advisable to repurchase, and to raise 
funds if he decides to repurchase” (Bur- 
horn vs. Lockwood, 71 App. Div. 301, 
304). In one case it was held that thirty 
days was a reasonable time; in another, 
that from May 14 to June 21 was more 
than a reasonable time; and in a third 
the court said that a reasonable time 
elapsed before the expiration of six 
months. As a rough-and-ready rule it 
is safe to assume that you will not be 
permitted to hold the broker liable for 
any increase in market price occurring 
more than thirty days after the wrong- 
ful sale. Of course, if the stock con- 
tinues to decline in value after the 
broker has unjustifiably “sold out” his 
customer, so that its price during a rea- 
sonable period thereafter is less than the 
sale price, the customer is only entitled 
to the net proceeds realized on the sale. 
Faulty Executions 

A word here may not be amiss on the 
general subject of damages recoverable 
from brokers for failure to carry out 
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their customers’ orders—as, for example, 
where the broker buys when ordered to 
sell, or vice-versa; or where he buys at 
a higher price or sells at a lower price 
than ordered, etc. Every such breach of 
the customer’s instructions (assuming 
that it would have been possible to exe- 
cute them correctly by using reasonable 
care and diligence) gives to the cus- 
tomer ‘the right to recover damages. The 
measure of these damages, generally 
speaking, is the difference between the 
amount which the customer would have 
received if the broker had properly car- 
ried out his orders, and the amount 
which he actually does receive as a result 
of the broker’s blunder. 

In my next article I shall take up the 
customer’s rights and duties on a “short” 
transaction, as they differ in some re- 
spects from those arising on a “long” 
trade. I shall also try to explain what 
the customer can do to protect himself if 
his broker fails. 


Part Three of this series will appear in an 
early number. 





Technical and Miscellaneous Inquiries 


Crop Reports 


I have been preparing data from the Essen- 
tial Statistics appearing in your Magazine 
from time to time, and now require informa- 
tion showing basis on which reports’ of crop 
conditions are compiled. If you are able to 
furnish such information, same will be greatly 
appreciated.—C. N. 

ou will find on page 226 of the MaGazINnE 
or WaLL Street for July, 1914, a table showing 
the basis on which crop reports are compiled. 
We presume this is the information you de- 
sire. The price of that issue is 25 cents. 


Do You Advise Using Puts and Calls?—V. T. 


We consider puts and calls of assistance to 
the trader in stocks, provided they are properly 
used. They should not be used at all times 
and the trader should not attempt to base his 
entire business on these privileges, but there 
are conditions of the market where they may 
be used to good advantage. 

In the MaGazine or WALL Street for July, 
1913, an article appeared, entitled “The Prac- 
tical Use of Puts and Calls.” We think this 
would help you. We can furnish you this 
back number of the magazine for 25 cents post- 


paid, 


Use of Averages 


E. M.—The graphic showing the combined 
average of 50 Railroad and Industrial Stocks 
which we publish about once a month, and 
which appeared on page 123 of our May 15th 
issue, shows the highest and lowest points 
touched by this average at any time during 
each month. 

The table “Market Statistics,” which appears 
in each issue, shows you the highest and lowest 
points touched by the average of 50 stocks each 
market session. 

We do not publish or compile any graphic 
showing the mean price for the 50 stock 
average day by day. 

Many students of the market chart this 50 
stock average by using a separate line for each 
day. They then connect the mean, or middle 
points of the daily lines, so as to get a line 
showing roughly the trend from day to day. 
We presume that is what you have in mind. 


An Order Misunderstood 


W. R.—If we are correct in regard to the 
facts, your. order to your broker was inaccu- 
rate. As we understand it, you were long of 
Virginia-Carolina—the price being below 30 
at the time your selling order was placed. 








This order read, “Sell 50 shares at 33% when 
the market has passed this price.” This could 
only be interpreted as an order to sell 50 
shares at 33%. It was not a stop order. If 
you intended to make it a stop order, it would 
be necessary for you to state how high the 
price must go before your stop order would 
become operative. 

For example, you might have given instruc- 
tions to enter a stop at 33% after the market 
had sold at 38. It would be necessary for you 
to state definitely how far above 33% the 
price must go before your stop order should 
be entered. 

Apparently, you have not a correct under- 
standing of the use of stop orders, and your 
brokers thought it easier to let your orders 
stand as given, than to attempt to enlighten 
you. The past issues of this magazine contain 
a great deal of information in regard to stop 
orders and their use, and we think it would 
pay you to read up on the subject. 


Volumes in Tape Reading 


C. H. B.—The plan of forecasting the im- 
mediate movement of prices, by noting 
whether the largest volumes fall on the bid 
price or the asked price in tape reading, is 
not so valuable now as it was when “Studies 
in Tape Reading” was written. The change 
in the rules of the New York Stock Ex- 
change, which makes it impossible to bid a 
certain price for a large block of stock “all 
or none,” and requires the bidder to take 
the smaller tots offered at that price, has 
changed the apearance of the tape consider- 
ably in this particular. At present, it is not 
possible to get much help from this idea in 
tape reading. 
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We do not take much stock in the theory 
that the market will advance about as many 
days as it declines. We have never yet dis- 
covered any way to apply this idea advan- 
tageously. 


Execution of Order 


In the recent Lusitania panic I placed an 
order to buy an odd lot of St. Paul at 92%. 
The market then was 93% and quotations 
came as follows: 92%, 91, 90, 91, 92. My 
order was reported filled at 92%. Was this 
correct?—H. B. 

Your order was executed correctly. 
When you place an order to buy St. Paul 
at 92%, your order is filled as soon as the 
prices reaches that point. As your order 
was for an odd lot of stocks, the sale did 
not appear on the tape—only 100-share lots 
being quoted on the tape, unless the broker 
who executes the order especially requests 
that an odd lot be quoted. 


Execution of Stop Order 


On May 5 I gave my broker an order to 
sell Virginia-Carolina Chem. at 35 on stop, 
after it had first sold as high as 37. He 
accepted this order, but the stock was not 
_, Should it not have been sold at 35?— 


If your order was in the hands of your 
broker before 12 o’clock on May 5, the stock 
should have been sold at 35. On that day, 
the price advanced to 37 between 11 and 12, 
and declined to 35 a little after 12 o'clock. 
There should have been no difficulty in 
executing your stop at 35. 











Market 


Dow Jones Avgs. 
20 Rails. 


93.06 
92.87 
92.54 
93.38 
94.10 
94.17 
93.95 
93.26 
93.69 
93.36 
93.07 
93.11 


12 Inds. 


Monday, 
Tuesday, 
Wednesday, 
Thursday, 
Friday, 
Saturday, 
Monday, 
Tuesday, 
Wednesday, 
Thursday, 
Friday, 
Saturday, 


Statistics 


Breadth 
50 Stocks (No. 
High Low Total Sales issues) 


69.61 135 
69.79 146 
68.90 147 
69.62 141 
70.68 166 
71.51 158 
70.88 168 
71.04 167 
70.97 144 
71.08 145 
70.54 138 
70.77 














COTTON AND GRAIN 





__ Financing the New Cotton Crop 





T is becoming increasingly evident 
that the course of cotton prices three 
or four months hence will depend 

largely upon the thoroughness of the 
system by which the financing of the 
cotton crop is organized and the ability 
of the South to hold its crop in order to 
avoid a repetition of the sacrifice prices 
which prevailed last season. There are 
not lacking those pessimists who believe 
that cotton will sell nearly as low next 
October and November as it sold in those 
saine months in 1914. 

It is admitted that the first shock of 
war has passed and that there is no like- 
lihood of a crop this season as large as 
that which pressed so heavily upon the 
markets last Autumn. At the same time, 
it is argued that this season has its new 
and special problems to face. Attention 
has been called heretofore in this maga- 
zine to the acute situation created by. the 
blockade of Austria and Germany which, 
if maintained and kept efficient, would 
cut down the consuming power of the 
world by fully 2,000,000 bales. Atten- 
tion also has been called to the enormous 
stocks of cotton in Europe which, in- 
cluding the amount afloat, aggregate ap- 
proximately 4,000,000 bales without 
counting the supplies held in mill ware- 
houses. Consequently, a crop of even 
moderate size—with consumption cur- 
tailed by blockade—would weigh almost 
as heavily upon the markets as a bumper 
yield with no restrictions on the absorp- 
tive capacity of the textile industry. 

Last Autumn the New York contract 
market went below 7 cents for the near 
positions and to the basis of 7% cents 
for the late months. It is impossible to 
keep a record of spot prices in the South 
but there ‘were many interior towns 
where buyers bought cotton from the 
wagons on the basis of 514 cents to 5% 
cents for middling and good middling. 

The situation is somewhat different 
this season as it is generally admitted 
that the financial stringency which pre- 
vailed last Autumn is not likely to be 
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present next fall because of the enor- 
mous inflow into this country of gold 
from Europe and the practical operation 
of our new banking law which will 
greatly expand credit facilities, partic- 
ularly in the South, where cotton fur- 
nishes excellent collateral. 

Ordinarily, banks are willing to ad- 
vance money on cotton on liberal terms 
if it is properly stored and insured. One 
or two examples will show the preference 
which is given to cotton in loans. In 
North Carolina banks are willing to lend 
money on cotton which has been properly 
stored and insured at rates averaging 7 
per cent. These same banks charge 8 per 
cent. or more for ordinary loans on per- 
sonal security or real estate. In Georgia 
the rate on cotton loans ranges around 
8 per cent. with a minimum of about 7 
per cent. and a maximum of about 10 
per cent. This, of course, applies to in- 
dividuals and small concerns. Many of 
the large shippers obtain money from 
their local bankers at 6 per cent. The 
rate on personal notes in Georgia 
ranges from 8 to 12 per cent. with an 
average of not less than 10 per cent. In 
both North Carolina and Georgia the in- 
terest charged on store accounts (which 
is usually included in the selling price) 
ranges from 10 to 40 per cent. The aver- 
age is said to be not less than 20 per 
cent. These examples serve to show that 
cotton is the South’s favorite collateral. 

In order to understand the pressing 
needs of the South around marketing 
time it is necessary to make some ex- 
amination of the credit system in the 
cotton belt. Many cotton growers espe- 
cially of the “renter” class, try to pay to 
the supply merchants an advance of 25 
to 35 per cent. on their supplies which 
are actual necessities. The accounts 
usually run from 6 to 8 months. Ex- 
orbitant rates of interest, as set forth 
above, and included in the selling price, 
are charged and cannot fail to be burden- 
some to any class of people. The ex- 
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tremely high prices which the South has 
obtained for its cotton have not failed to 
bring about the emancipation of the 
grower. 

When the crop is harvested, the farmer 
sells his cotton and settles his accounts 
provided the price permits him to do so. 
Then it is usually necessary for him to 
mortgage his next year’s crop to the sup- 
ply merchant to obtain credit. The De- 
partment of Agriculture, while admitting 
that it is difficult to see how this situation 
can be remedied owing to the fact that 
tenants have no means of living while 
the crop is being made without going to 
the supply merchants, takes the view that 
the situation would be greatly improved 
by establishing a system of warehouses 
and encouraging the tenants to store such 
cotton as is not absolutely necessary to 
settle their accounts. In this way it is 
believed, especially if economy in living 
should be practiced, that many tenants 
could free themselves from their obliga- 
tions in the course of two or three years. 

Unfortunately the small merchant is as 
helpless as the farmer. He advances sup- 


plies in the expectation that cotton will 


bring good prices. As a general thing, 
he has bought his stock on time and can- 
not meet his own obligations until the 
accounts of the farmers are paid. When- 
ever the price is so low that the farmer 
is in debt for the season, the merchant 
is likely to be seriously embarrassed. 
When the price of cotton is ruinously 
low the merchant cannot afford to press 
the tenant to the limit for, the cotton, if 
thrown on the market, would not bring 
enough to settle the account. 
Unfortunately this chain of weakness 
extends to the local banker. He advances 
some money to the local merchants and 
some to the farmers. Usually he has 





borrowed most of this money from some 
larger institution located dutside the cot- 
ton belt. He is supposed to repay this 
money at a stated time, generally when 
the crop has been brought to market. 
When the farmer fails to meet his obli- 
gation, the merchant finds it difficult to 
pay the banker and the local banker is 
thus dependent upon the mercy of the 
larger banker. 

Eventually this problem will be solved 
by a warehouse system of adequate 
capacity. In addition to having the ware- 
houses, it would be necessary to educate 
the farmers and merchants up to the 
scientific use of these storage facilities. 
Last season a great campaign was con- 
ducted throughout Texas and other parts 
of the Southwest to increase the num- 
ber of warehouses. Through the co- 
operation of public-spirited bankers, busi- 
ness men and well-to-do farmers, great 
progress was made. It was found, how- 
ever, that the farmers did not use the 
warehouses as generally as they should 
have and a great deal of cotton was left 
out in the yards on the farms exposed 
to the weather. The fear of country 
damage caused the merchant to press the 
farmer to sell his cotton whereas if the 
bales had been properly stored no such 
pressure would fon been exerted. 

The South, however, has increased its 
storage facilities very greatly in the last 
few years. Moreover, the operation of 
the new banking act will give a large 
amount of available funds for cotton 
which has been satisfactorily stored. 
Consequently, the weight of cotton next 
Autumn may be materially reduced by a 
more general resort to the warehouse. It 
is proposed to discuss this feature of 
the South’s cotton storage facilities in a 
forthcoming article. 








How to Trade in Grain 


In response to many requests, we have obtained a supply of booklets relati 
to trading in grain, concise explanations of trading methods and statistics which 
we will supply to our readers upon receipt of a two-cent stamp. While these 
booklets are published by brokerage firms and bear their imprint, readers will 
incur no liability or obligation in sending for them. 








Looking Ahead On The Wheat Market 


HURSDAY, July 8, is the most im- 
T portant future date on the wheat 
market calendar, for on that day 
the government will issue a compre- 
hensive report covering the winter and 
spring wheat crops, including revised 
estimates of the yield. The eyes of the 
grain trade will be focused particularly 
upon the exhibit which that report will 
make on the spring wheat crop. 

It will be recalled that the promise of 
a billion bushel wheat crop hinges upon 
the yield of the spring sown grain. 
When the government issued its June 8 
report, it shaded heavily its first estimate 
on the yield of winter wheat, reducing 
the figures from 693,000,000 bushels in- 
dicated on May 1 to 675,500,000. bushels 
indicated on June 1. But this reduction 
was more than offset by the vigorous 
promise of the spring wheat crop, which, 
according to the government forecast, 
would be 273,513,000 bushels compared 
with an actual yield the previous season 
of only 206,027,000 bushels. 

It was this additional 67,000,000 bush- 
els promised for the spring wheat crop 
which brought the indicated combined 
yield up to the huge total of 950,000,000 
bushels. It is evident, therefore, that 
upon the showing on the eighth of this 
month of the spring wheat crop will de- 
pend ideas of the final yield. The official 
figures on condition made the average 
for spring wheat 94.9 per cent. as of 
June 1. That condition was 1.6 per cent. 
lower than that for the corresponding 
date of the previous year, an increase ot 
10 per cent. in acreage planted account- 
ing for the larger forecast of this year. 
It must be apparent that any material 
deterioration from the June 1 average 
will spell reduced outturn of spring 
wheat and a smaller crop. 

The constant rains in the States of 
Kansas and Oklahoma recently undoubt- 
edly have held back the winter wheat 
harvest, but these rains have not touched 
the spring wheat region which is fur- 
ther north. 

However, there has been some com- 
plaint of cool weather accompanied by 
frosts, and private advices are that the 
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crop has lost much of its early favorable 
start. 

The government report will tell just 
to what extent these private advices are 
correct. In the meanwhile it is admitted 
even by optimists that there has been 
some deterioration from first promise but 
it is contended that, granting damage 
reports have a real kernel of truth, it is 
probable that the ultimate yield of wheat 
will be as large as it was last year, when 
a record yield was harvested. 

While on the subject of supplies it 
may be observed in passing that the gov- 
ernment department of statistics of India 
estimates the total crop of that country 
this year at 384,272,000 bushels. This 
would compare with revised estimates of 
Jast year’s yield which made it 311,883,- 
000 bushels. The increase of 72,300,000 
bushels would appear to place the people 
of India in a very comfortable position 
and leave quite a surplus for export pur- 
poses. 

Argentina also has a surplus, esti- 
mated at 40,000,000 bushels, available 
for immediate shipment, so that the ques- 
tion of supplies is not of moment at pres- 
ent. That it ultimately will loom large 
again is strongly indicated, however, by 
the recent developments on the Euro- 
pean map. The addition of three other 
countries—Greece, Roumania and Bul- 
garia—to those already engaged in war 
would ultimately prove stimulative to 
values of food stuffs. 

Even without the entry of three ad- 
ditional countries into the war as now 
indicated, the world will buy as much 
wheat during the ensuing year as it has 
in the past if the great conflict now rag- 
ing does not cease, and probably will 
need much more. The recent depression 
in values merely reflected the pressure 
of new crop wheat upon a market tem- 
porarily satisfied. Until export demand 
appears there is little incentive to bull 
futures and no sustained advance can 
be expected but wheat is certainly a poor 
short sale after a break of 30 cents a 
bushel. A waiting policy is suggested by 
recent developments until items of yield 
and foreign demand are better known. 
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